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EDITOR’S PREFACE 


In the autumn of 1914, when the scientific study of the effects 
of war upon modern life passed suddenly from theory to history, 
the Division of Economics and History of the Carnegie Endow- 
ment for International Peace proposed to adjust the programme 
of its researches to the new and altered problems which the war 
presented. The existing programme, which had been prepared 
as the result of a conference of economists held at Berne in 
1911, and which dealt with the facts then at hand, had just 
begun to show the quality of its contributions; but for many 
reasons it could no longer be followed out. A plan was therefore 
drawn up at the request of the Director of the Division, in which 
it was proposed, by means of an historical survey, to attempt 
to measure the economic cost of the war and the displacement 
which it was causing in the processes of civilization. Such an 
‘Economic and Social History of the World War’, it was felt, 
if undertaken by men of judicial temper and adequate training, 
might ultimately, by reason of its scientific obligations to truth, 
furnish data for the forming of sound public opinion, and thus 
contribute fundamentally toward the aims of an institution 
dedicated to the cause of international peace. 

The need for such an analysis, conceived and executed in the 
spirit of historical research, was increasingly obvious as the war 
developed, releasing complex forces of national life not only for 
the vast process of destruction but also for the stimulation of new 
capacities for production. This new economic activity, which 
under normal conditions of peace might have been a gain to 
society, and the surprising capacity exhibited by the belligerent 
nations for enduring long and increasing loss—often while pre- 
senting the outward semblance of new prosperity—made necessary 
a reconsideration of the whole field of war economics. A double 
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obligation was therefore placed upon the Division of Economics 
and History. It was obliged to concentrate its work upon the 
problem thus presented, and to study it as a whole; in other 
words, to apply to it the tests and disciplines of history. Just 
as the war itself was a single event, though penetrating by seem- 
ingly unconnected ways to the remotest parts ofthe world, so 
the analysis of it must be developed according to a plan at once 
all embracing and yet adjustable to the practical limits of the 
available data. 

During the actual progress of the war, however, the execution 
of this plan for a scientific and objective study of war economics 
proved impossible in any large and authoritative way. Incidental 
studies and surveys of portions of the field could be made and were 
made under the direction of the Division, but it was impossible to 
undertake a general history for obvious reasons. In the first place, 
an authoritative statement of the resources of belligerents bore 
directly on the conduct of armies in the field. The result was to 
remove as far as possible from scrutiny those data of the economic 
life of the countries at war which would ordinarily, in time of 
peace, be readily available for investigation. In addition to this 
difficulty of consulting documents, collaborators competent to 
deal with them were for the most part called into national service 
in the belligerent countries and so were unavailable for research. 
The plan for a war history was therefore postponed until condi- 
tions should arise which would make possible not only access to 
essential documents but also the co-operation of economists, 
historians, and men of affairs in the nations chiefly concerned, 
whose joint work would not be misunderstood either in purpose 
or in content. 

Upon the termination of the war the Endowment once 
more took up the original plan, and it was found with but 
slight modification to be applicable to the situation. Work was 
begun in the summer and autumn of 1919. In the first place 
a final conference of the Advisory Board of Economists of the 
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Division of Economics and History was held in Paris, which 
limited itself to planning a series of short preliminary surveys of 
special fields. Since, however, the purely preliminary character 
of such studies was further emphasized by the fact that they were 
directed more especially towards those problems which were then 
fronting Europe as questions of urgency, it was considered best 
not to treat them as part of the general survey but rather as of 
contemporary value in the period of war settlement. It was clear 
that not only could no general programme be laid down a priori 
by this conference as a whole, but that a new and more highly 
specialized research organization than that already existing would 
be needed to undertake the Economic and Social History of the 
War, one based more upon national grounds in the first instance, 
and less upon purely international co-operation. Until the facts 
of national history could be ascertained, it would be impossible 
to proceed with comparative analysis ; and the different national 
histories were themselves of almost baffling intricacy and variety. 
Consequently the former European Committee of Research was 
dissolved, and in its place it was decided to erect an Editorial 
Board in each of the larger countries and to nominate specia 
editors in the smaller ones, who should concentrate, for the 
present at least, upon their own economic and social war history. 

The nomination of these boards by the General Editor was the 
first step taken in every country where the work has begun. And 
if any justification was needed for the plan of the Endowment, 
it at once may be found in the lists of those, distinguished in 
scholarship or in public affairs, who have accepted the responsi- 
bility of editorship. This responsibility is by no means light, 
involving, as it does, the adaptation of the general editorial plan 
to the varying demands of national circumstances or methods of 
work ; and the measure of success attained is due to the generous 
and earnest co-operation of those in charge in each country. 

Once the editorial organization was established there could 
be little doubt as to the first step which should be taken in each 


x EDITOR’S PREFACE 


instance toward the actual preparation of the history. Without 
documents there can be no history. The essential records of the 
war, local as well as central, have therefore to be preserved and to 
be made available for research in so far as is compatible with public 
interest. But this archival task is a very great one, belonging of 
right to the governments and other owners of historical sources 
and not to the historian or economist who proposes to use them. 
It is an obligation of ownership ; for all such documents are public 
trust. The collaborators on this section of the war history, there- 
fore, working within their own field as researchers, could only 
survey the situation as they found it and report their findings in 
the form of guides or manuals; and perhaps, by stimulating 
a comparison of methods, help to further the adoption of those 
found to be most practical. In every country, therefore, this was 
the point of departure for actual work ; although special mono- 
graphs have not been written in every instance. 

The first stage of the work upon the war history, dealing with 
little more than the externals of archives, seemed for a while to 
exhaust the possibilities of research. And had the plan of the 
history been limited to research based upon official documents, 
little more could have been done, for once documents have been 
labelled ‘ secret’ few government officials can be found with 
sufficient courage or initiative to break open the seal. Thus vast 
masses of source material essential for the historian were effec- 
tively placed beyond his reach, although much of it was quite 
harmless from any point of view. While war conditions thus 
continued to hamper research, and were likely to do so for many 
years to come, some alternative had to be found. 

Fortunately such an alternative was at hand in the narrative, 
amply supported by documentary evidence, of those who had 
played some part in the conduct of affairs during the war, or who, 
as close observers in privileged positions, were able to record 
from first or at least second-hand knowledge the economic history 
of different phases of the great war, and of its effect upon society. 
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Thus a series of monographs was planned consisting for the most 
part of unofficial yet authoritative statements, descriptive or 
historical, which may best be described as about half-way between 
memoirs and blue-books. These monographs make up the main 
body of the work assigned so far. They are not limited to con- 
temporary, war-time studies ; for the economic history of the war 
must deal with a longer period than that of the actual fighting. 
It must cover the years of ‘ deflation’ as well, at least sufficiently 
to secure some fairer measure of the economic displacement than 
is possible in purely contemporary judgements. 

With this phase of the work, the editorial problems eed 
a new aspect. The series of monographs had to be planned 
primarily with regard to the availability of contributors, rather 
than of source material as in the case of most histories; for the 
contributors themselves controlled the sources. This in turn 
involved a new attitude towards those two ideals which historians 
have sought to emphasize, consistency and objectivity. In order 
to bring out the chief contribution of each writer it was impossible 
to keep within narrowly logical outlines ; facts would have to be 
repeated in different settings and seen from different angles, and 
sections included which do not lie within the strict limits of history ; 
and absolute objectivity could not be obtained in every part. 
Under the stress of controversy or apology, partial views would 
here and there find their expression. But these views are in some 
instances an intrinsic part of the history itself, contemporary 
measurements of facts as significant as the facts with which they 
deal. Moreover, the work as a whole is planned to furnish its 
own corrective ; and where it does not, others will. 

In addition to this monographic treatment of source material, 
a number of studies by specialists is already in preparation, 
dealing with technical or limited subjects, historical or statistical. 
These monographs also partake to some extent of the nature of 
first-hand material, registering as they do the data of history 
close enough to the source to permit verification in ways impossible 
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later. But they also belong to that constructive process by which 
history passes from analysis to synthesis. The process is a long 
and difficult one, however, and work upon it has only just begun. 
To quote an apt characterization, in the first stages of a history 
like this one is only ‘ picking cotton’. The tangled threads of 
events have still to be woven into the pattern of history ; and for 
this creative and constructive work different plans and organiza- 
tions may be needed. 

In a work which is the product of so complex and varied 
co-operation as this, it is impossible to indicate in any but 
a most general way the apportionment of responsibility of editors 
and authors for the contents of the different monographs. For 
the plan of the History as a whole and its effective execution the 
General Editor is responsible; but the arrangement of the detailed 
programmes of study has been largely the work of the different 
Editorial Boards and divisional Editors, who have also read the 
manuscripts prepared under their direction. The acceptance of 
a monograph in this series, however, does not commit the editors 
to the opinions or conclusions of the authors. Like other editors, 
they are asked to vouch for the scientific merit, the appropriate- 
ness and usefulness of the volumes admitted to the series; but 
the authors are naturally free to make their individual contribu- 
tions in their own way. In like manner the publication of the 
monographs does not commit the Endowment to agreement 
with any specific conclusions which may be expressed therein. 
The responsibility of the Endowment is to History itself—an 
obligation not to avoid but to secure and preserve variant narra- 
tives and points of view, in so far as they are essential for the 
understanding of the war as a whole. 
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AUTHORS’ PREFACE 


Our primary object in writing this book has been to give an 
adequate presentation of British War Finance as displayed in 
the twelve Budgets from 1914 to 1924. The method adopted is 
that of Sir Stafford Northcote in his Twenty Years of Financial 
Policy, which covered the Crimean War and the early period of 
Gladstonian Finance. Our treatment of the subject is, however, 
on a much larger scale than his, because we aim at exhibiting 
not only the development and changes of official policy during 
and after the War in dealing with debt, expenditure, and taxation, 
but also the financial atmosphere and the criticisms—good, bad, 
and indifferent—put forward by representatives of labour and 
capital, by protectionists and free traders, by peace men and 
* bitter enders ’, by economists and philanthropists, and by all the 
various interests which were profiting by war expenditure or 
suffering from war taxation. This aim is achieved by a minute 
but selective study of the debates on each successive Budget. In 
the main we have followed the chronological order, which for our 
purpose is the easiest, the most instructive, and the most logical. 
The result is not so much a picture as a series of images and 
impressions from which every reader may point his own moral 
and draw his own conclusions. As a rule we have allowed the 
parliamentary actors to speak for themselves and criticize or 
answer one another. But we have not hesitated on occasion to 
express our own views or to sum up where we found a conflict of 
opinion on important matters. We are aware that a book of this 
kind is open to many objections. Any sharp-eyed critic may find 
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sins of commission or omission. Even those who discern its 
imperfections will also, we hope, acknowledge its usefulness as 
a contribution to the political economy of war. The task of 
examining and re-examining all these debates has been prodigious, 
and the student who is pursuing a particular subject will, we 
believe, recognize that a good deal of his time and labour has been 
saved; for many thousands of pages of Hansard have been put 
through the sieve., The finance of the War is, of course, not con- 
cluded. Even that part of the War debt which is to be paid under 
the Baldwin Treaty to the United States will not have been paid 
off until 1984. The work of discharging the internal War debt— 
another and heavier millstone—may last for generations, perhaps 
for centuries. But a certain stability was reached in 1924, and 
Mr. Philip Snowden’s Budget marks in many ways an appropriate 
halt at which travellers may pause to reflect on the financial and 
economic aspects of the greatest tragedy in modern history and its 
lessons for the people of Great Britain. 
POW 
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CHAPTER I 
INTRODUCTION 


British Expenditure and Tazation for War and Armaments 
from 1793 to 1914 


Great Brirarn entered the War in 1914 with a system of finance 
and a line of written and unwritten traditions handed down 
through the Treasury from the days of Pitt to those of Peel, 
Gladstone, Goschen, Harcourt, Asquith, and Lloyd George. 
Among its positive features were an effective graduated income 
tax, which it was customary to raise in war and lower in peace, 
death duties, also graduated, customs and excise duties imposed 
solely for revenue purposes and without protective incidence, 
finally a debt with a real sinking fund attached, operative in 
time of peace but suspended in time of war. 

These features distinguished the financial system of Great 
Britain from those of its continental allies France and Russia. 
But the finances of all three Alhes had at least one point in 
common. ‘Their public expenditures had all risen enormously 
since the seventies and eighties of last century. In the words 
of Mr. Gladstone, economy had been ‘ banished to Saturn’. 

In the case of Great Britain it will be useful to trace public 
expenditure and taxation from 1793; for in that year, when Pitt 
reluctantly submitted to the demand of his party for war with 
revolutionary France, a new era in finance and politics may be 
said to have begun. 

Thenceforward for twenty-two years public expenditure, owing, 
of course, entirely to the war, far exceeded the tax revenue year 
after year. Among the financial and economic consequences of 
that long, often desperate, and always costly struggle must be 
included an inconvertible paper currency,! very high prices, an 
enormous war debt, and a multitude of burdensome taxes upon 
almost all articles of consumption. For many years after Waterloo 

1 Specie payments were, however, resumed in 1819, less than four years after the 
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unemployment, pauperism, and even famine overspread the land. 
In 1792, the last year of peace, the whole public expenditure of 
the kingdom was only £19,859,000, and this sum included 
£9,767,000 for interest upon the Debt. In 1814, the year before 
Waterloo, it had risen to £106,831,000, including £30,051,000 for 
interest on the Debt. During the last ten years of the War, from 
1806 to 1815 inclusive, the total expenditure averaged £84,067,000 
per annum, a heavy drain on the trade and wealth of the country. 
On 5th January 1793 the total Debt was £261,735,000; on 
5th January 1816 it had risen to £885,186,000, and the annual 
charge had risen from £9,767,000 to £32,457,000. 

The total debt contracted would have been less, had not 
Mr. Pitt, at the suggestion of Dr. Price, borrowed year after 
year for a sinking fund, which by the operation of compound 
interest was to sink the whole debt without burdening anybody. 
Whether Pitt was himself taken in by this mathematical magic, 
or adopted it from the deluded philosopher in the hope that it 
would impose on the public and so improve the public credit, 
is not quite clear. The fallacy was exposed after Pitt’s death by 
an Aberdonian professor—Robert Hamilton—whose treatise on 
the debt is a classic which all finance ministers and Treasury 
officials in all countries should read, mark, and inwardly digest. 

A very different and much sounder contribution to British 
war finance was made by Pitt in 1798, when he imposed a new tax 
(ever since known as the Income Tax) at a rate of two shillings 
in the pound on all incomes of £200 and upwards, with diminishing 
rates on smaller incomes down to £60, which was the then limit 
of exemption. Repealed in 1802, at the Peace of Amiens, it was 
re-imposed on the outbreak of fresh hostilities, and remained 
in force for the rest of the Napoleonic Wars. But the wealthy 
classes who controlled Parliament insisted on a rapid retrench- 
ment of the war establishments, and secured its abolition in 1816. 
It was really a substitute for the old land tax, which it had been 
customary in the early part of the eighteenth century to raise in 
time of war—a custom, by the way, which had made the Tory 
squires a peaceful party in comparison with the City Whigs, 
who prospered on war loans and war contracts. : 

Mr. Gladstone, in his famous Financial Statement unfolding 
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the Budget of 1853, described the effect of this powerful engine 
upon war finance. He said : 


“Now, in regard to the Income-tax, I wish that I could possess the 
Committee with the impression, that effort and study have made upon my 
mind, of the deep and vital importance of the subject. We are too apt 
to measure the importance of the subject by the simple fact that we draw 
from this tax, £5,500,000 of revenue. Sir, that sum is a large one, but the 
mention of it conveys no idea to the Committee of the immense moment 
and magnitude of the question. If you want to appreciate the Income-tax, 
you must go back to the epoch of its birth; you must consider what it 
has done for you, in times of national peril and emergency. 

*... Sir, it was in the crisis of the revolutionary war that, when Mr. Pitt 
found the resources of taxation were failing under him, his mind fell back 
upon the conception of the Income-tax ; and, when he proposed it to 
Parliament, that great man, possessed with his great idea, raised his 
eloquence to an unusual height and power....’ 


Mr. Gladstone then paused to quote a description of Pitt’s 
speech on that occasion, written by a Frenchman, Mallet du Pan, 
who had declared in his enthusiasm that it was not merely a speech 
but a complete course of public economy ; a work, and one of the 
finest works, upon practical and theoretical finance, that ever 
distinguished the pen of a philosopher and statesman. ‘ We may 
add this Statement to the learned researches of such men as 
Adam Smith, Arthur Young, and Stuart, whom the Minister 
honoured with his quotations.’ 

Mr. Gladstone went on: 


‘IT do not know whether the Committee are aware how much the 
country owes to the former Income-tax ; but, because I deem it to be 
of vital importance that you should fully appreciate the power of this 
colossal engine of finance, I will venture to place before you, in what 
I think an intelligible and striking form, the results which it once achieved. 
I will draw the comparison between the mode in which your burdens 
were met, during three periods ; during that period of the great War when 
you had no Income-tax ; during that period of the war, when you had the 
Income-tax in a state of half-efficiency ; and during that last and most 
arduous period of the war, when the Income-tax was in its full power. 

‘From 1793 to 1798, a period of six years, there was no Income-tax : 
from 1799 to 1802, there was an Income-tax, but the provisions of the 
law made it far less effective, in proportion to its rate, than it now is: 
and lastly, from 1806 to 1815, a period of ten years, you had the Income- 
tax in its full force. Now, every one of us is aware of the enormous weight 
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and enormous mischief that have been entailed upon this country by the 
accumulation of our Debt ; but it is not too much to say, that it is demon- 
strated by the figures, that our Debt need not at this moment have existed, 
if there had been resolution enough to submit to the Income-tax at an 
earlier period. This test of my assertion, I think you will admit, is a fair 
one. I begin by putting together the whole charge of government and war 
together with the charge of so much of the National Debt as had accrued 
before 1793 ; so as to make (if I may so express myself) a fair start from 
1793. The charge of government and war, together with the charge of 
debt incurred before 1793 amounted, on the average of the six years, down 
to 1798, to £36,030,000 a year: the revenue of that period, with all the 
additional taxes that were laid on, amounted to £20,626,000 a year ; there 
was, therefore, an annual excess of charge above revenue—charge for 
government, for war, and for debt contracted before 1793, but not includ- 
ing the charge for debt contracted since 1793—of no less than £15,404,000. 

‘ Now the scene shifts. In 1798 Mr. Pitt just initiates the Income-tax, 
and immediately a change begins. In the four years, from 1799 to 1802, 
the charge for the same items that I have mentioned, which had been 
£36,000,000, rose to £47,413,000 a year; but the revenue rose to £33,724,000 
a year, and the excess for those four years was diminished by nearly 
£2,000,000 a year; instead of an annual excess of £15,404,000 over 
revenue, it was £13,689,000. But next look to the operation of the tax, 
both direct and collateral, from 1806 to 1815, during the very time when 
our exertions were greatest, and our charges were heaviest. The average 
annual expenses of war and government, from 1806 to 1815, together with 
the charge upon the debt contracted before 1793, were £65,794,000, but 
you had your Income-tax in its full force, with your whole financial system 
invigorated by its effects, and the revenue of the country now amounted 
to £63,790,000 ; while the deficiency in actual hard money, which during 
the war represented something like double the amount in debt, owing 
to the rate at which you borrowed, instead of being £15,404,000 a year, 
as it was in the first period, or £13,689,000 a year, as it was in the second 
period, was only £2,004,000 a year, from 1806 to 1815. 

‘Such was the power of the Income-tax. I have said there was a 
deficiency annually of £2,004,000, but it is fair for you to recollect, and 
it is necessary, in order fully to present to you the fact I want to place 
in clear view, that out of the £65,794,000 of charge which I have mentioned, 
about £9,500,000 were due for charge of debt contracted before 1793; 
so that, if you compare the actual expense of government, including the 
whole expense of war from 1806 to 1815, with your revenue when you had 
the Income-tax, it stands thus before you—that you actually raised 
£7,000,000 a year during that period, more than the charge of government, 
and the charge of a gigantic war to boot. That, I must say, is to my mind 
a most remarkable fact. It affords to me the proof, that if you do not 
destroy the efficacy of this engine—I do not raise now the question whether 
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it is to be temporary or permanent, which I hold to be quite a different 
question, and I will enter upon it by and by—it affords you the means, 
should unhappily hostilities again break out, of at once raising your army 
to 300,000 men, and your fleet to 100,000 with all your establishments in 
proportion. And, much as may be said of the importance—in which 
I concur—of an army reserve and a navy reserve, and of having your 
armouries and your arsenals well stored, I say this fiscal reserve is not 
-a whit less important ; for, if it be used aright, it is an engine to which 
you may again resort; and with this engine, judiciously employed, if 
unhappily this necessity should arise—which may God in His Mercy 
avert—with it, judiciously employed, you may again, if need be, defy 
the world. H 

* This, then, is the purpose which the Income-tax has served ; that, 
in a time of mortal struggle, it enabled you to raise the income of the 
country above its expenditure (at the time) on war and civil government ; 
and that service, so performed, was performed at a season when men do 
not minutely inquire into the incidence of taxation, they cannot then 
indulge themselves in the adjustment of details, but they are afraid lest 
they should lose the mass and the substance of the aim they have in view. 
But times, when the hand of violence is let loose, and when whole plains 
are besmeared with carnage, are the very times when it is desirable that 
you should have the power of renewed and free resort to this mighty engine, 
to make it again available for the defence and the salvation of the country. 

‘Well, Sir, the Income-tax dropped, along with the purpose of the 
Income-tax, in 1816: but it was destined to be revived. Sir R. Peel, 
in 1842, called forth from repose this giant, who had once shielded us in 
war, to come and assist our industrious toils in peace; and, if the first 
Income-tax produced enduring and memorable results, so I am free to 
say, at less expenditure by far in money, and without those painful accom- 
paniments of havoc, war, and blood-shed, so has the second Income-tax. 
The second Income-tax has been the instrument by which you have 
introduced, and by which I hope ere long you may perfect, the reform, the 
effective reform, of your commercial and fiscal system; and I, for one, 
am bold enough to hope, nay to expect and believe, that, in reforming 
your own fiscal and commercial system, you have laid the foundations of 
similar reforms—slow, perhaps, but certain in their progress—through 
every country in the civilized world. I say, therefore, Sir, that if we 
rightly use the Income-tax, we shall be entitled, when we part with it, to 
look back upon it with some satisfaction, and to console ourselves for the 
annoyance it may have entailed by the recollection, that it has been the 
means of achieving a great good immediately to England, and ultimately 
to mankind.’ 


A long train of reflections is suggested by these impassioned 
sentences, which were intended to justify a temporary continua- 
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tion of the Income Tax in time of peace. But we must return to 
the years following the final overthrow of Napoleon at Waterloo. 
The triumphant close of the French wars led to an outburst of 
speculation. But in a few months the industrial outlook darkened. 
Bad harvests causing scarcity of food, excessive taxation, and the 
exhaustion of our foreign customers combined to promote a 
commercial depression which continued, with transient gleams of 
prosperity, into the forties. Fortunately the Peace Treaty of 
1815 made little disturbance in the map of Europe. France 
returned to her pre-war boundaries. Most of the old landmarks 
were left or restored. Indemnities were light. The war debts 
due to Britain from her allies were not claimed, though one of 
them (Austria) paid a fraction of the sums she had borrowed. 
There was a real disarmament and a real peace. In Great Britain 
drastic retrenchments were immediately adopted. In 1816 the ex- 
penditure was reduced to £65,169,000, and in 1817 to £55,281,000. 
Even so, there was a small deficit, owing to a precipitate repeal of 
the Income Tax and a decline in the Customs and Excise receipts. 
The total revenue dropped from £62,778,000 in 1816 to £52,055,913 
in 1817. British manufactures and commerce languished. The 
continuance of war duties upon almost all articles of consumption 
reduced the home demand for manufactured goods, and an 
artificially high cost of living and production hampered the export 
trade. | 

The Government, however, wisely took steps to restore the 
gold currency—a measure which restored confidence, improved the 
public credit, and helped to raise the price of Consols. By 1820 
the trade of the country showed some signs of recovery. In that 
year the expenditure was £54,282,000; and from 1821 onwards 
it became possible to lighten the burden on the taxpayer, thanks 
to the lowering of interest on the public debt and to reductions 
in the military and naval establishments. From 1821 to 1831 
the taxes repealed exceeded those imposed by more than seven- 
teen millions. By the year 1830 the expenditure had been reduced 
to £49,078,000, and it remained round about that figure until 
the Crimean War broke out in 1854. Happily for the country 
many obstacles to trade had by then been removed. Sir Robert 
Peel had swept away hundreds of customs and excise duties in 
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the early forties. Mr. Gladstone’s Budget of 1853, in the year 
preceding the outbreak of war, had repealed many more of the 
indirect. taxes left on the Statute Book, employing for that 
purpose the Income Tax, which had been re-imposed by Peel in 
the year 1842. Sir Robert Peel’s income tax (at sevenpence in 
the pound—a trifle more than 3 per cent.) had been used to 
abolish the indirect taxes on 750 articles of trade. The result of 
Peel’s free trade Budgets was to wipe out the deficit which he had 
inherited ; for, as it turned out, the loss of customs revenue 
proved to be very small, and was easily covered by the Income 
Tax, which brought moderate contributions from the well-to-do 
classes and began to put into practice Adam Smith’s canon that 
taxation should be proportioned to ability to pay. 

The growth of British manufactures and commerce after 
Sir Robert Peel’s abolition of Customs Duties in the early forties, 
aided by the repeal of the Corn Laws in 1846, and also of course 
by the rapid development of railways, led to a wonderful expansion 
of national revenue. The Income Tax remained at sevenpence 
for some years; though in 1848 a French panic, due to fear of 
Louis Napoleon and his supposed aggressive aims, led to a govern- 
- ment proposal for increasing the tax to a shilling in the pound, 
in order to provide for naval and military expansion. In the 
end, however, the proposal was abandoned, and, instead, the 
naval and military estimates were withdrawn and reduced. In 
his financial statement of 1853, from which we have already quoted, 
Mr. Gladstone outlined a plan for the gradual reduction of the 
tax and its final extinction in 1860 by means of an extension of 
the Legacy Duty, which he proposed to substitute for it. But, 
in the following year, the Crimean War broke out ; and Mr. Glad- 
stone, in a praiseworthy effort to provide for its cost out of taxa- 
tion, doubled the Income Tax, raising it to fourteenpence in the 
pound. Sir G. C. Lewis, who succeeded him as Chancellor of the 
Exchequer when the Aberdeen Administration fell, raised it 
still further to Is. 4d., increasing at the same time the duties on 
sugar, tea, coffee, spirits, and stamps. In 1856 the war had come 
to an end. About half its cost had been paid for by additional 
taxation—the other half, some £42,000,000, being added to the 
funded and unfunded debt. 
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The Crimean War caused a set-back to British prosperity ; 
but after its termination progress was quickly resumed, and 
continued almost uninterrupted until the end of the century. 
The policy of non-intervention kept Great Britain out of the wars 
waged on the Continent of Europe. Wealth increased, poverty 
diminished ; public health improved ; education was extended. 
After the Crimean War the middle classes favoured public 
economy with a view to reduced taxes. Ministers, however, were 
inclined to maintain what then seemed a high level of expenditure. 
Thereupon Disraeli, who led the Tory Party, announced that he 
would move resolutions against the continuance of war taxation. 
‘I think’, he said, ‘ that by so doing we shall give a great impetus 
to salutary economy and shall in a most significant manner express 
our opinion that it is not advisable that England should become 
a military nation.’ Cobden, the only leading statesman and 
orator, except his friend John Bright, who had dared to face the 
unpopularity of opposing the Crimean War, led the way in 
demanding a return after the war to peace establishments. 
Mr. Gladstone deprecated ‘nibbling’ at the Estimates, and 
advocated a general motion taking the sense of the House of 
Commons upon the expediency of saddling the country with 
excessive charges. Lord John Russell cited the precedent of 
1816, and insisted on the advisability of low establishments in 
time of peace. Lord Palmerston and his colleagues in the Govern- 
ment were in favour of retaining the war taxes, but the Opposition 
succeeded in carrying the House with them and in getting the 
Army and Navy Estimates for 1857 reduced to £20,699,000. 

The harvest of economy was almost immediately gathered. 
The public, having recovered from the war fever, agreed with 
Cobden and Bright that the money for which the Services. were 
clamouring had better be allowed to ‘fructify in the pockets of 
the people’. So it happened that in 1857 the Income Tax was 
lowered to sevenpence and in the following year to fivepence. 

In 1859 Mr. Gladstone, now Chancellor of the Exchequer, was 
forced to add fourpence to the tax, increasing it to ninepence, in 
order to provide for the fortification schemes of the Prime Minister. 
These and the Chinese War caused a further rise of a penny in 
1860, bringing the tax up to tenpence in the pound on incomes 
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over £150, though leaving it at sevenpence on incomes below that 
figure. In subsequent years Gladstone succeeded in lowering it 
again, reducing it to ninepence in 1861, to sevenpence in 1863, 
to sixpence in 1864, and to fourpence in 1865. This he was able 
to do by pursuing a policy of strict economy, while the revenue 
was increasing owing to the general prosperity that prevailed. 
But in 1866 Earl Russell’s Government resigned, and the Derby 
Administration that followed it did not pursue the same course. 
In 1867 the tax was raised to fivepence, and in 1868 to sixpence, 
these increases being partly due to the Abyssinian War, and partly 
to the growth of armaments. 

The General Election of 1868 brought Gladstone back to power. 
In his election speeches he had referred to the unwarranted increase 
in public expenditure; and in 1869, the first Budget of the new 
Government, his Chancellor of the Exchequer, ‘ Bob’ Lowe, by 
relentless economies reduced the tax again to fivepence, and in 
1870 to fourpence. By its neutrality during the Franco-Prussian 
War and skilful diplomacy, which saved Belgium and Luxemburg 
from invasion, Great Britain was saved from the heavy financial 
- burden which participation in that struggle would have involved. 
In fact, in 1871 the expenditure on the Army and Navy reached the 
lowest point it had touched since 1858. The abolition of Army 
Purchase, however, cost a large sum, and Lowe met the deficiency 
by raising the Income Tax in 1871 to sixpence. It was, however, 
reduced again in 1872 to fourpence, and in 1873 to threepence. 

To return to expenditure. The level of expenditure had risen 
in the year 1857 to £68,129,000, which worked out at £2 7s. 6d. 
per head of the population. It is a remarkable testimony to the 
influence of Cobden and his school that public thrift should have 
dominated policy and administration for so long—at least a 
generation—after the Crimean War. Time after time the expan- 
sion of revenue, instead of being used to increase the size and cost 
of the Army or Navy, was used to lower taxation or diminish 
debt. It is true of course that the cost of the Civil Services grew 
as public activities and social reforms developed. But every 
proposal for new expenditure was jealously watched in the tax- 
payer’s interest—how jealously may be judged from a sentence 
in Gladstone’s budget speech of 1861: *I do not think that the 
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condition of this country with regard to its finances can be wholly 
satisfactory when in time of peace the income-tax stands at 
tenpence in the pound.’ It was not until after his retirement that 
Mr. Gladstone’s successors dared to embark upon the costly 
policy of Imperialism. Even critics who dispute his statesmanship 
acknowledge his genius for finance and admit the benefits which his 
passion for public economy conferred upon his country. The 
Commercial Treaty negotiated by Cobden with France in 1860 
was only one of the steps by which Gladstone sought to prevent 
war and to ensure to this country the blessings of peace. He 
was also mainly responsible for the settlement by arbitration of 
the Alabama claims. Expenditure during the period from 1857 
to 1887 showed a very slow and gradual increase, but the rate per 
head of the population varied very little. In fact it was a penny 
less in the latter year, the expenditure for 1887 being £87,423,000 
and the rate per head of the population £2 7s. 5d. 

' From the standpoint of the income-tax payer the record year 
was 1874; for at the General Election of 1874 Mr. Gladstone 
actually offered to abolish the tax altogether. The country, 
however, decided against the Liberal Party, and it was left to 
Disraeli, who succeeded him, to reap the benefit of Gladstone’s 
economical administration and to reduce the Income Tax to 
twopence in the pound. In 1875 the tax rose again to threepence, 
and in 1877-8 to fivepence, chiefly in consequence of British 
preparations to aid Turkey during the Russo-Turkish War. The 
British fleet was ordered to the Dardanelles in January 1878, and 
large additional sums were voted for the Navy. The tax was 
further increased in 1880 to sixpence; but the return of Glad- 
stone to power was followed by a reduction to fivepence in 1881-2. 
The Egyptian campaign and the bombardment of Alexandria 
were partly responsible for an increase in 1883 to sixpence half- 
penny. but this was only temporary, for the tax was again 
reduced to fivepence in 1884, In 1885 an Egyptian Expedition 
and the Pendjeh dispute with Russia about the boundaries of 
Afghanistan necessitated a vote of credit for £11,000,000, and 
the Income Tax was raised to eightpence; but Gladstone’s 
conciliatory firmness saved the country from war, and the 
succeeding Salisbury Administration was able to reduce the tax 


INTRODUCTION ll 


in 1887-8 to sevenpence, and in 1888-9 to sixpence, at which 
figure it remained till 1893-4. 

Returning to office in 1892 the Liberals, under the influence 
of the new Imperalism, embarked upon a policy of naval expan- 
sion which ultimately caused the retirement of Mr. Gladstone, 
who privately denounced it as ‘mad and drunk’. The Income 
Tax had to be raised in 1893-4 to sevenpence, and in 1894-5 to 
eightpence. To avoid further additions to a tax which he regarded 
as a fiscal reserve against war, Sir William Harcourt devised a new 
scheme of Death Duties, thus providing for a large expansion of 
the Navy, and for additions to the Army Estimates in this and 
succeeding years. Shortly before his death Sir William, an 
economist of the old school, who remembered hard times and 
bread riots, told one of the writers that in his opinion the Income 
Tax in time of peace should never be above sixpence in the 
pound. He blamed himself for having allowed it to remain at 
eightpence. 

It was not until after the retirement of Mr. Gladstone in 1894 
that the new Imperialism of Lord Rosebery and Mr. Joseph 
Chamberlain infected both political parties. Under the influence 
of what was called a Spirited Foreign Policy a series of small 
wars were undertaken and large additions made to naval and 
military expenditure. In 1897 the national expenditure had 
risen to £102,936,000 and the rate per head of the population had 
increased to £2 11s. 

The South African War, beginning in October 1899 and lasting 
till the summer of 1902, brought about an immense increase in 
the national expenditure, which by the year 1903 had reached the 
figure of £149,456,000; or just over £3 12s. per head of the popula- 
tion. The War (estimated to cost about ten millions, which was to 
be paid by the gold mines !) actually cost about 250 millions, of 
whichtwo-thirds was borrowed. ‘Taxes and prices rose, and a trade 
depression followed, which killed the Tariff Reform movement 
and swept the Liberals back to power under Campbell-Bannerman, 
a leader of the old peace school. 

Meanwhile the Income Tax had remained at eightpence, where 
Sir William Harcourt had left it, until the spring of 1900, when 
the Conservative Chancellor of the Exchequer, Sir Michael Hicks- 
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Beach, in order to make some contribution from revenue to the 
cost of the Boer War, added fourpence. It was raised to 1s. 2d. 
in 1901-2, and to 1s. 3d. in 1902-3. Considerable additions were 
also made to Customs and Excise. In 1903 the Income Tax was 
reduced to elevenpence, but in the following year it was restored 
to a shilling. There it remained until in 1909 Mr. Lloyd George, 
who had succeeded Mr. Asquith as Chancellor of the Exchequer 
and had to find money for naval expansion and Old Age Pensions, 
added another twopence. Fourteenpence remained the flat, or 
normal, rate until 1914. But that, as we shall see, was a very 
different thing from the rate imposed upon high incomes. 

Let us, however, take note again of the national expenditure. 
In 1906-7, the first financial year of Campbell-Bannerman’s 
Administration, it amounted to £140,657,000, or £3 3s. 2d. per 
head, including a large sinking fund for the reduction of debt. 
After the death of Sir Henry Campbell-Bannerman in 1908 
Mr. Asquith became Prime Minister, and Imperialism returned to 
fashion. To support the new diplomacy a big expansion of the 
Navy was commenced, and national expenditure rose rapidly 
year after year. In 1909 the expenditure was £148,479,000, a rate 
of £3 5s. 4d. per head, and in 1914, on the eve of war, it had risen 
to £197,492,000, or £4 7s. 4d. per head of the population. Old 
Age Pensions and an enlargement of the Civil Services were partly 
responsible ; but the main causes of increased expenditure and 
taxation were a foreign policy based upon rivalry in armaments 
and secret alliances with France and Russia, which entailed 
immense additions to Army and Navy. 

The increase of national expenditure to a round 200 millions 
in the last pre-war budget involved much larger contributions 
from the incomes and estates of the wealthy than had ever before 
been contemplated. In 1907 the duty on earned incomes, where 
the total income did not exceed £2,000, had been reduced to nine- 
pence, and further changes were made by Mr. Lloyd George’s 
* People’s Budget’, which was rashly rejected by the House of 
Lords, and, being approved by two general elections in 1910, led 
to a legislative restriction in the constitutional powers of the 
hereditary chamber. In the ‘ People’s Budget’ relief of £10 for 
each child under sixteen was granted on incomes between £160 
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and£500. At the same time a Super Tax was imposed onall incomes 
over £5,000 at the rate of sixpence in the pound on the amount 
in excess of £3,000. This seemed a very severe development of 
the principle of graduation ; but in the light of later budgets it 
looks very mild indeed. From this time onwards the direct taxes, 
especially on incomes and estates, became even more important as 
revenue producers than the Excise and Customs Duties on con- 
sumption. 

The first Finance Act of 1914 increased the general income tax 
from Is. 2d. to 1s. 3d., gave a modified relief in the case of earned 
incomes, enlarged the liability of income from investments 
abroad, and extended the Super Tax to incomes between £3,000 
and £5,000. On the other hand, the relief for children was 
increased from £10 to £20, and additional relief was granted on 
incomes from £160 to £500. All this time armaments were being 
rapidly increased, but a judicious admixture of Socialism prevented 
Imperialism from becoming too unpopular. The complaints of the 
wealthy evoked little sympathy, especially when they supported 
armaments, and only objected to social expenditure. 

By a skilful graduation of the Income Tax Mr. Lloyd George, 
as Chancellor of the Exchequer, was smoothing a path for the 
new war finance, which afterwards enabled the war governments 
quietly and almost surreptitiously to deprive the rich of half their 
incomes ; though to be sure at the same time most of the comforts 
and luxuries of the working classes, sugar, tea, beer, tobacco, &c., 
were very heavily taxed. 


The National Debt 


As has been stated, the National Debt in 1816 at the close of 
the Napoleonic War stood at £885,186,000 ; but in the next year 
a commencement was made in reducing it, and what then seemed 
the large sum of £1,826,000 was paid off in 1817. At the accession 
of Queen Victoria the amount had been reduced to £846 millions, 
with an annual charge of £29 millions. The reduction was con- 
tinued until 1854, when the Crimean War added over £33 millions 
to the debt, and in 1857 the total stood at £836 millions. Thence 
it fell to £800 millions in 1867 and to £767 millions in 1875. In 
1866 Jevons’s book on the Coal Question appeared, and made 
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a deep impression on Mr. Gladstone, who agreed that the possi- 
bility of our coal supply becoming exhausted (or of coal being 
superseded) supplied a strong argument for larger and more 
systematic reductions of the National Debt. The Government fell ; 
but his successor Disraeli in the following year adopted Glad- 
stone’s plan for cancelling debt by means of terminable annuities. 

In 1876 a vote of credit for the Abyssinian War, and another 
for the Russo-Turkish War, raised the debt to £771 millions, but 
by 1885 it had fallen again to £739 millions. From that year a 
series of annual reductions carried the debt down to £635 millions 
in 1899; but the South African War wiped out in three years 
the reductions effected by the national surpluses and savings of 
thirty-five years, and again raised the total to £798 millions in 
1903. After the restoration of peace the Sinking Fund was 
re-established. In 1911 a record reduction of £29 millions was 
effected. By that time the dead-weight had been reduced to 
£685 millions. On 3lst March 1914 it was only £651 millions. 
In the first year of the War £457 millions were added to the debt. 
This frightful addition was followed by others still more frightful. 
The following table shows the position from that time to 1918 
when the war ended : 


Year Dead-weight debt Increase during 
on 31st March Financial year 
£ £ 
1914. : ‘ : 649,770,091 
LOTS. : : ; 1,104,967,076 455,196,985 
1916. : ; : 2,133,147,644 1,028,180,568 
UGAWE te ; : : 4,011,445,908 1,878,298,264 
1918. : : : 5,871,850,637 1,860,404,729 
I919 : : ‘ 7,434,949,429 1,563,098,792 


In the year following there was another immense deficit. 
The total dead-weight debt on 31st March 1920 stood at £7,828 
millions, of which over a thousand millions consisted of external 
debt due (in gold dollars) to the United States for food, munitions, 
and other services lent to Great Britain and the continental 
Allies in the last two years of the War. On 31st March 1924 the 
total stood at £7,766 millions, more than eleven times as great 
(measured in pounds sterling) as it was ten years before. For 
the financial year ending on 31 March 1924 the interest charge 
on this debt was £307 millions, to which was added a sinking fund 
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of £40 millions. So that the service of the National Debt cost 
£347 millions, which compares with a total national expenditure 
of £200 millions on all services before the War. 


Army and Navy 
In this survey of British finance the growth of military and 
naval expenditure requires a separate paragraph, constituting, 
as it does, with war debt and pensions, a drain upon the productive 
capital and labour of the people so enormous that it brought the 
State at the close of the War within measurable distance of 
bankruptcy or of a capital levy upon property. 

In 1817 the cost of the Army was £9,718,000 and of the Navy 
£6,473,000, figures which at the accession of Queen Victoria, in 
1837, had been reduced to £6,521,000 and £4,750,000 respectively ; 
to which should be added £1,444,000 under the head of Ordnance, 
making a total expenditure for the year on armaments of 
£12,715,000. After the Crimean. War the figures showed a con- 
siderable increase, the amount expended on the Army for 1857 
being £14,406,000, while the Navy accounted for £10,590,000. By 
1867 the figures had risen to £17,419,000 and £11,169,000 respec- 
tively. During the next twenty years only a slight increase took 
place, the 1887 figures being £18,283,000 for the Army and 
£12,325,000 for the Navy. But the Rosebery and Salisbury 
Administrations (1894-1900) added greatly to the Army and still 
more to the Navy Estimates, so that in 1897 we find the Army 
costing £19,330,000 and the Navy no less than £20,500,000, an 
increase of over £8,500,000 for the Navy in ten years. The South 
African War again lifted the level of warlike expenditure, and when 
it came to an end the economists were unable to do much more 
than arrest the growth of armaments for two or three years. 
Social reformers and imperialists competed eagerly for public 
money. For the satisfaction of this double claim the Super 
Taxes were eventually devised. In 1907 the Army cost £27,115,000 
and the Navy £31,141,000. The Second Hague Conference, 
like the first, failed to abate competition in armaments between 
the Great Powers. * Liberal Imperialism’ became responsible for 
another outburst of expenditure on armaments after Mr. Asquith 
became Prime Minister. The figures for Army and Navy in 1914 
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were, respectively, Army £28,885,000, Navy £51,550,000. The 
rise in the naval figures, promoted by the growth of the German 
Navy, was especially heavy after 1909, as will be seen from the 


following table : 
1910-11. . “i a!: eter anas6,009 


1911-12 . ; : : . 42,856,000 
1912-13. ‘ : g . 44,365,000 
1913-14. : : ; . 48,885,000 
1914-15. . (estimate) . 51,550,000 


For the period of the War no figures are available, as only 
token votes were taken; but the expenditure on the Army in 
1919-20, more than a year after the Armistice, under the Coalition 
Government of Mr. Lloyd George, was £405 millions and that on 
the Navy £160 millions in round figures. The estimated expendi- 
tures for 1920-1 and 1924-5 were : 


1920-1 . . Army £125,000,000; Navy £84,372,000 and Air Force £21,057,000 
1924-5. . Army £45,000,000; Navy £48,833,000 and Air Force £14,511,000 


The Civil Services 


To this enormously increased burden of debt and armaments 
following on ‘the war to end war’ must be added a colossal 
augmentation of the bureaucracy. In Great Britain, as in so 
-many other countries, publicists and parliaments appeared to 
have forgotten that a State exists for the benefit of the people, 
not the people for the benefit of the State. Both central and local 
authorities might seem to have proceeded on the principle that 
the impoverishment and unemployment caused by a war are to 
be cured by increased expenditure from both rates and taxes 
on all civil services, such as police, roads, housing, public health, 
education, bread subsidies, unemployment dole, &c. Many new 
State Departments sprang up like mushrooms during the War, 
and a new civil service was enlisted. Let us briefly trace the 
statistical growth. 

In the year after the Crimean War the civil expenditure of the 
country was £10,147,000, a figure which by 1877 had gradually 
increased to £19,852,000. By 1897 it had reached £23,446,000. 
During the next ten years there was a considerable rise, and in 
1907 we find a total of £32,152,000. The seven years’ period 
before the War (1907-14) saw the Old Age Pensions Act passed 
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and other costly measures. In 1914, just before the War, the 
Civil Service Budget had attained the enormous figure of over 
_ £97 millions; yet even that sum is a bagatelle when compared 
with the Civil Service Vote for 1919-20, which amounted to 
£495,614,000—more than ten times the amount spent on the same 
Services in 1910. The national education grant alone rose from 
£13,272,625 in 1907 to £41,251,000 in 1919-20, and the swollen 
bureaucracy was responsible for a large proportion of the balance. 
On Ist March 1921 no less than 381,909 men and women were 
employed on the staffs of the various Government Departments, 
23,212 of them in the Pensions Ministry. The estimated Civil 
Services expenditure for 1920-1 was £497,318,000. If this orgy 
had been allowed to continue unchecked, local and national 
bankruptcy could not have been avoided. Fortunately a universal 
outcry for economy from tax-payers and rate-payers compelled the 
Government and the local authorities to set about the disagreeable 
work of retrenchment. 

The following table issued by a Minister (Sir William Suther- 
land) in 1921, shows how under cover of the War expenditure 
our Civil Services expanded : 


New Services 1920-1 
“5 

War Pensions ; F : Scapa} es . 123 millions 
Grants for ex-soldiers . : , 2 Goer 3 
Loans to Allies . i ; : é » 36 A 
Railway agreements : : ; é Aya PB eegs 
Bread subsidies . : : ‘ ‘i eaLaO: 
Housing subsidies . , 4 ; 3 5 16 iy 
Coal-mines deficiency . : : . Pee Kia AY 
Ministry of Munitions . : ; ; areata a . 
Ministry of Shipping ; : 4 : 16 “, 
Other new items . : s : F 4 13 - 


Total new services 341 nd 


Most of the old Services in the same comparison had more 
than doubled. They included the following items : 


1914-15 1920-1 

£ £ 
Old Age pensions . : é . 13 millions 26 millions 
Education . F : : 5 MO iss BST 
Health and Insurance . : cay A 16 ‘ 
Works and Public Buildings .. A ae: Sola 1 Pleat! 
Printing, paper, &c. é : : ] aA 4 Sp 


1569.57 Cc 
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No wonder that, when the trade slump came in 1921, the effect 
of increased taxation showed itself in reduced purchasing power. 
The home trade fell off as the artificial prosperity caused by the 
squandering of borrowed money evaporated. 

Thus the Great War brought a load of debt, taxes, and misery 
incalculable. The expenditure during the four years that it 
lasted reached a total incomprehensible and inconceivable to the 
ordinary mind. Shortly after the War the Chancellor of the 
Exchequer, Mr. Chamberlain, in an official forecast of what 
would be the expenditure in a ‘normal’ year put the figures at 
£808 millions, or £17 16s. 2d. per head of the population; but 
two years after the Armistice our estimated expenditure (for the 
year ending 31st March 1921) was still £1,184,102,000, or 
£26 2s. 3d. per head of the population. 

It will be seen by readers of this volume how in 1921 and 1922 
the demands of business men for drastic retrenchment forced the 
hands of the Government, and how large reductions of expenditure 
and taxation were very hastily effected by Ministers anxious to 
propitiate the electors and so to qualify for a fresh lease of office. 
By an unexpected turn of Fortune’s wheel it was reserved for 
Mr. Philip Snowden, a Labour Chancellor of the Exchequer in 
1924, to produce something like Mr. Austen Chamberlain’s ‘ normal 
Budget’ with a tax burden which may be estimated roughly at 
about £17 per head of the population as against £3 11s. Od. in 1913. 
At the time of the Budget the value or purchasing power of a 
paper pound (still called ‘ sterling’) was about equal to twelve 
pre-war shillings, so that the real burden of taxes per head had 
risen from £3 11s. Od. to about £9. A Treasury statement issued 
on 28th February 1924, before the Budget reductions, gave an 
interesting comparison of the tax burden per head in various 
countries before and after the War. Two other tables (see opposite 
page) exhibit British expenditure and debt. 

Mr. Philip Snowden’s Budget represents a return to ‘ normal’ 
in another sense than that suggested by Mr. Chamberlain’s ‘ normal — 
Budget’. For the first time since the War estimates of expenditure 
and revenue proved nearly correct. Both were a little above the 
Budget calculation, but the figures were remarkably close. When 
the Treasury accounts were closed on 31st March 1925 it was 
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Treasury statement issued by the Chancellor of the Exchequer and dated 
28th February 1924. Tax burden per head : 


1913 or 1913-14 
(actual). 
In sterling at par 


United Kingdom 
France : : : 
United States (Federal) 
Italy ; 5 3 
Germany (Reich) 
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Australia : 
Commonwealth 
States . 
South Africa : 
Union 
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New Zealand 
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“ International comparisons of this nature’, as Mr. Snowden pointed out, ‘ require 
to be used with great caution ’, owing to the differing national wealth, financial systems, 


&c., of the countries. But broadly the comparison holds good. 


TasBLe B 


EXPENDITURE OF GREAT BRITAIN 


Army . 
Navy . 
Air Force 


Total Armaments . 
Civil Service . 
Customs 

Inland Revenue 
Post Office 


Total Civil Service, Customs, &c. 


Total Armaments and Civil Services 


Expenditure 
1913-14 


£ 


28,346,000 
48,833,000 


77,179,000 


53,901,000 

2,431,000 
. 2,052,000 
24,607,000 


82,991,000 
160,170,000 


Estimates 
1924-5 


£ 


45,000,000 
55,800,000 
14,511,000 


115,311,000 
227,572,823 
4,740,000 
6,480,804 
51,081,100 
289,874,727 


405,185,727 


C. NarionaL Dresr.—The National Debt on 31st March 1914, four months before 
the War began, totalled £651 millions. On 3lst March 1924 it totalled £7. »766 millions. 
For the financial year 1923-4 the interest alone on this debt cost £307 millions, to which 


was added a sinking fund of £40 millions. 
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found that the realized revenue was over five millions in excess 
of the Estimate and the realized expenditure nearly seven 
millions higher. The precise figures were : 


iS 
Expenditure . : : . 795,776,711 
Revenue : F 4 . 799,435,595 
Surplus . s 5 P = 3,658,884 


For the first time since the War the actual expenditure had 
exceeded the actual expenditure of the preceding year. It looked 
therefore as if the movement in favour of economy had been 
arrested. And this suspicion was confirmed by the Estimates for 
1925-6 which formed the basis of Mr. Churchill’s first Budget. 
They exceeded by nine millions those of his predecessor, estab- 
lishing a national expenditure of practically 800 millions. 


CHAPTER II 
THE FIRST WAR BUDGET, 1914 


Mucx of the glamour, romance, and mystery which enthralled 
the popular imagination in the opening scenes of the War had 
evaporated by 17th November 1914, when Mr. Lloyd George 
introduced his first War Budget. For several days nothing 
decisive had occurred on any of the fighting fronts. Our soldiers 
had repulsed (on 11th November) an attack by the Prussian 
Guards on Ypres; the Russians were retiring at one point and 
advancing on another; the Serbians had evacuated Valievo. 
On the West the war of movement had turned into a long dreary 
meaningless massacre of trench warfare. Most of the Cabinet 
—so Lord Esher has told us—began with a theory that the War 
would not last more than six months. Almost all economists 
believed that war on such a scale could not be financed very long. 
Lord Kitchener, however, told his colleagues that it would last 
for three years. ‘The idea of fighting for a knock-out blow, or 
of war to the bitter end, had not yet been registered by our public 
orators as the hall-mark of patriotism. There was no thought 
as yet of blotting out Austria and repartitioning Europe ; and the 
people of England seemed to be justified in hoping that economic 
pressure on the Central Empires after the repulse on the Somme 
and the failure to occupy Paris would before long lead to a termina- 
tion of hostilities. The Russian ‘ steam-roller’ had proved disap- 
pointing; but confidence in the inexhaustible man-power of 
our eastern ally had not yet been lost. The corruption, ineffi- 
ciency, and unpreparedness of Tsardom for war had still to be 
revealed, and the madness which insisted that peace must not 
be made until Constantinople and half Turkey had been added 
to the Russian Empire. 

_ It is not our business in these pages to attempt to depict 
movements of popular sentiment in Great Britain and Ireland 


22 THE FIRST WAR BUDGET, 1914 


during the early and later stages of this by far the most murderous 
and devastating of all the wars recorded in history. By the 
British people certainly the War was neither expected nor desired. 
Unlike the Crimean and Boer Wars it was not hailed by an out- 
burst of jingoism. But from the very beginning right down to 
the end a passionate desire to make personal sacrifices was 
manifested by vast numbers of our people in all ranks of life. 
The country was prepared for heavy taxation when the Chancellor 
of the Exchequer faced the House of Commons on 17th November 
1914. The spirit of the House was willing, but the Minister hardly 
rose to the occasion, at least when he came to practical proposals. 
He began with a reference to the Vote of Credit for £225 millions 
which the Prime Minister had asked the House of Commons to 
grant on the preceding day, and observed that so far all forecasts 
in the newspapers of War expenditure had been under-estimates. 
Mr. Asquith had put the actual cost over and above the normal 
expenditure at ‘somewhere between £900,000 and £1,000,000 
a day’, and had hinted that this prodigious and unparalleled 
expenditure was likely to increase. Mr. Lloyd George said there 
were already at least two million men serving the country under 
arms, while another million might be expected within the next 
few months. When the third million had been enlisted, separation 
allowances would require about £65 millions a year. 

Turning back to his Budget estimates of 4th May 1914, when 
he reckoned on a revenue of £207 millions and an expenditure, 
including the Sinking Fund, of some £220,000 less, he said there 
had been a drop in revenue, though smaller than might have been 
feared, which made it probable that on the existing basis the 
revenue for the financial year ending on 3lst March 1915 would 
fall short of his estimate by £11,350,000. To the expenditure 
- side he now added the sum of £348} millions for abnormal expendi- 
ture due to the War, making a total of £555,367,000. Of this 
gigantic sum, unprecedented, of course, in our financial history, 
how much ought to be raised by taxation, and how much by 
borrowing? This was the question which the Chancellor of the 
Exchequerhadnowtoanswer. He introduced his own proposals by 
quoting the classical speech in which Pitt introduced the Income 


THE FIRST WAR BUDGET, 1914 28 


Tax during the French wars, and that of Mr. Gladstone when he 
_ was budgeting for the Crimean War. 

‘If’, said Mr. Lloyd George, ‘ we rose to the heroic level of 
- our ancestors we should be raising to-day a revenue of between 
£450 millions and £700 millions, and no borrowings would be 
necessary. Then, assuming that the War would be a long one, 
he predicted that a boom immediately after peace would be 
followed in turn by ‘ one of the most serious industrial situations 
with which we have ever been confronted’, and urged that the 
House of Commons *‘ should raise as much money out of taxation 
as the nation can be induced to contribute’. 

In any case increased taxation would be required after the 
War to meet debt interest and sinking fund, pensions and separa- 
tion allowances, but he hoped there would be ‘a great reduction 
in the cost of armaments as a result of the War ’, adding, ‘ I should 
regard the War as having failed in one of its chief purposes unless 
it led to an all-round reduction in the inflated cost of armaments’. 
War, again, is ‘ the time for sacrifice in nations’, a time of danger, 
‘when men part willingly with anything in order to avert evils 
impending on the country they love’. Then let them contemplate 
the efforts made by other countries— Russia is taxing and taxing 
heavily in that wonderful spirit of abnegation which Russia is 
showing all round.’ It had even prohibited the sale of vodka. 
Yet a suggestion had actually been made by Mr. Austen Chamber- 
lain, in The Times of 11th November, that the Government should 
postpone taxation! This timid counsel he rejected, declaring that 
this was ‘ peculiarly a case for every class, every condition, every 
grade, to bear their share of the burden’. So he came to his 
proposals, which proved to be, in relation to the expenditure, of 
a rather modest and unheroic character. 

Of these the first, naturally, was an addition to the Income 
Tax, which he proposed to double for the remaining four months 
of the financial year (1st December to 31st March) with a similar 
addition to the Super Tax. This would make the standard or 
nominal rate of the tax half a crown in the pound, but as the Income 
Tax had, even in 1914, lost its original simplicity, we may give 
the pre-war and November 1914 rates in a table. 
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Five years ended 5th April | Year one tae April 
191 


Incomes between 1910, 1911, 1912, 1913, 1914 
Earned Unearned Earned Unearned 
£ ic Geren. ae Re At bs 8: de 
160 and 350 10, | 4 
200 ,, 500 1300 1 6% 
500 ,, 1,000 : > 0 9 Le 2 TO Lees 
1,000 ,, 1,500 Phe? 1 8 
1,500 ,, 2,000 1 4 lL. 8 
2,000 ,, 2,500 1D Apt 1 6% 1 8 
2,500 ,, 3,000 uO) ee? 1 8 1 8 
Above 3,000 Die i 1s 1 8 


For the remainder of the financial year the Board of Inland 
Revenue expected to collect an additional £11 millions from the 
Income Tax, and £14 millions from Super Tax ; in the year 1915- 
16 the double taxation was expected to bring in additional sums 
of £382 millions and £6 millions. 

As only a small proportion of the population pays Income 
Tax, a Chancellor of the Exchequer, when he seeks to spread 
a hurden over all classes, must turn to indirect taxes. Mr. Lloyd 
George mentioned, however, that he had considered the proposal 
to extend the Income Tax to wage-earners, hitherto exempt in 
practice, by putting a tax on wages. This, as he said, ‘ would 
undoubtedly mean that a man would be paying upon what he 
actually received, and according to what he received’ ; but owing 
to difficulties of assessment and collection he had abandoned the 
idea. 

Various suggestions are always being offered to a Chancellor, 
but these, * most of them irritating and all of them unproductive ’, 
he also dismissed, and so resorted to ‘ the very limited list which 
the experience of successive Chancellors of the Exchequer indicates 
as the only sources out of which you can raise any considerable 
revenue’. First of these came beer, then taxed at 7s. 9d. per 
standard barrel—a low rate, especially when compared with 
spirits. Recent additions to the Beer Duty had been small, too 
small to pass on directly to the consumer, but they had been 
finally passed on by reducing the alcoholic content, ‘ and-the 
health of the community has undoubtedly improved in con- 
sequence ’. Now Mr. Lloyd George said frankly that the new duty 
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must be passed on at once; and as most of the retail business 
was done in half-pints and ‘ glasses’ (not a measure but generally 
about one-third pint), the new tax ‘ must be in some current coin 
of the realm that can be put on the half-pint’. Actually the 
proposal was to raise the Beer Duty by 17s. 3d. a standard barrel, 
which would allow the retailer to charge an extra halfpenny 
for half-pints and yet leave both brewer and publican a fair 
margin of profit. 

A new concession was also offered to the retailer. There had 
been, first in Scotland and then in London and other large towns, 
a considerable curtailment of the hours of sale. Mr. Lloyd George 
proposed to allow the retailer one-fifteenth of his Licence Duty 
for every hour of curtailment up to one-fourth, with an exception 
in the case of camping centres. This concession was estimated to 
cost the revenue £450,000 in the current licensing year (which 
began on Ist October) and £550,000 in the following year. From 
the increased Beer Duty Mr. Lloyd George expected to obtain 
only £24 millions in the remainder of the financial year, but the 
large sum of £17,600,000 in 1915-16, even after allowing for 
a decrease of 35 per cent. in consumption. 

In order to obtain a contribution from the elusive teetotaller 
Mr. Lloyd George proposed to raise the Tea Duty from 5d. to 8d. 
a pound, thereby gaining £900,000 in the current year and 
£3,200,000 in the next, after allowing for a 5 per cent. drop in 
consumption. 

With these two small additions to indirect taxation the 
Chancellor’s revenue proposals come to an end; but he also 
suspended the New Sinking Fund and thus set free £2? millions, 
thereby reducing the fixed charge on the pre-war debt to £203 
millions. 

Altogether the new taxation and the suspended Sinking Fund 
promised £18} millions, leaving a deficiency of £321,321,000 to be 
met by borrowing. The First War Loan, he announced, would be 
an issue of £350 millions, in 34 per cents. at £95, redeemable at 
£100 between Ist March 1915 and Ist March 1928. 

For subscriptions to this loan Mr. Lloyd George preferred the 
support of the banks to the applications of the small investor, 
who was invited to put his money into the Post Office Savings 
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Bank. One novel feature of this loan was a promise given by the 
Bank of England (immediately repeated by the ordinary Joint- 
stock banks) for a period of three years (to Ist March 1918) to lend 
money on War Loan, 1925-8, at £95, without margin, at 1 per 
cent. under current bank-rate. 

Mr. A. Chamberlain, who as an ex-Chancellor of the Exchequer 
spoke first from the front Opposition Bench, had little criticism 
to offer. He explained away his letter to The Times by saying that 
he did not really want to postpone taxation ; three months earlier 
he would have welcomed these tax proposals, because ‘ they would 
have come upon the country in the midst of the first shock of the 
War, as a part, and but a small part, of all that was involved in 
the opening of this great struggle’. Now people had settled down, 
and perhaps it would have been better to postpone these proposals 
for another three months or so. In general he approved of the 
new taxation, but regretted that the Tea Duty was one which 
would fall mainly on tea from India and Ceylon. 

Other criticism was equally mild: Sir George Younger 
objected to the increased Beer Duty ; Sir A. Markham raised the 
case of men whose income had been swept away by the War ; 
and Sir R. Cooper thought that the Income Tax ought to be 
increased still more. Altogether criticism was gentle on the first 
day, and one member even congratulated the Chancellor on his 
courage. 

The War Loan and the increased duties on tea and beer were 
sanctioned without further comment, and two days later the 
House discussed the doubling of the Income Tax. Sir John 
Simon, on behalf of the Chancellor, promised to provide for cases 
where the tax-payer had lost a large part of his income owing to 
the War ; but a payer of Super Tax would have to prove that his 
income had been reduced by at least one-third of his assessment 
in order to obtain any relief. Sir John calculated that the Income- 
tax concession would cost the Exchequer just under a million for 
the rest of the financial year, and the Super-tax concession half 
a million. Discussion soon ranged over the Tea and Beer Duties ; 
and Mr. Arthur Henderson brought his protest against the extra 
threepence on tea into relevance by suggesting as an alternative 
‘a graduated tax on wages’. Indeed, he wanted the Chancellor 
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to sweep away all indirect taxes and put a tax on wage income: 
* Have it collected at the source through the employers.’ After 
_ the experience gained in working the National Insurance Act he 

thought that this would not be difficult. Mr. Chamberlain for the 
Conservatives agreed that in recent years the indirect tax-payer 
(consumers of alcohol excluded) had been unduly favoured, while 
the direct tax-payer’s burdens had increased again and again. 
He went on to disclose the interesting fact that he had accepted 
an official invitation to co-operate in working out the details of 
the Budget, its main lines having been already laid down. Sir 
George Younger’s protest against the increased Beer Duty has 
been mentioned. It would, said that powerful brewer, reduce 
consumption so much that the licensed trade would have no 
profits from which to pay. As events proved, the brewing trade 
carried this, and other increases, without loss; for the wage- 
earning classes were getting good wages and insisted on having 
their glasses of beer almost regardless of the price. Indeed, the 
price of beer soon showed, and has maintained up to the present 
time (1925), a larger increase over its pre-war level than that of 
any other article of general consumption. Yet the breweries 
continue to flourish. 

Mr. Lloyd George was carefully non-controversial in his reply, 
offering to discuss Sir G. Younger’s objections with a deputation 
of brewers, and agreeing with Mr. Henderson’s view that it would 
be ‘ very much better if we could impose a direct tax upon wages’. 
He had always thought that the working classes ought to make 
their contributions to the State ‘direct and in proportion to 
what they receive’, instead of paying, as they often did, in pro- 
portion to the size of their families. Taking up an interjection 
of Mr. Chamberlain’s, ‘ there are the small shopkeepers’, he went 
on, ‘ That is really what makes it impossible for me to introduce 
the system at the present moment,’ it would cost too much to 
collect the tax from them andfrom men who doodd jobs. Answering 
Mr. Henderson’s plea for small investors in War Loan, Mr. Lloyd 
George made the convincing reply that in war time * you are not 
raising money for the benefit of investors’, and that it would not 
help the Government if people drew out their money from the 
Post Office at 24 per cent. in order to get 4 per cent. in War Loan. 


28 THE FIRST WAR BUDGET, 1914 


A further objection to small subscriptions was the cost of collecting 
(or repaying) Income Tax on interest warrants.' 

In the discussion which followed Sir T. P. Whittaker supported 
the proposal to tax wages by using the machinery of the Insurance 
Act ; he maintained that ‘ persons with an income below a certain 
level ought to pay no taxation at all: but so long as you have 
indirect taxation those are the people who will be hit by that 
particular kind of taxation more heavily in proportion to their 
income than any other people’. Mr. W. W. Rutherford raised the 
objection that it would be ‘ a tax on employment’ ; an objection 
surely fatal to any income tax which is not merely a tax on 
property! He did in fact suggest a very drastic property tax: 
‘ There are £12,000 millions of property in this country which can 
pay: a shilling in the pound on that would produce £600 millions, 
which would pay the cost of this War.’ This, we think, was the 
first suggestion in Parliament of a ‘ Levy on Capital’, an idea 
which was to be developed later by Mr. Sydney Arnold, Mr. Pethick 
Lawrence, and eventually by the whole Labour Party. 

Mr. J. R. Clynes, a prominent Labour leader, objected to the 
increase in the Tea and Beer Duties and did not like Mr. Hender- 
son’s idea of a tax on wages; in fact he maintained that the 
poorer classes of wage-earners should not pay anything towards the 
cost of the War. This brought Sir A. Markham to his feet with 
a declaration that, having hitherto voted against the Tea Duty, 
he would now vote for it, though he would have preferred a tax 
on wages: ‘I have hundreds of men in my employ earning from 
16s. to £1 per day who pay no Income Tax. Those working miners 
are very much more able to pay a tax direct on their wages than 
the poor widow woman who has to purchase these small quantities 
of tea.’ 

On the Second Reading (23rd November) Sir J. Walton, after 
commenting on the unique experience of finding ‘all the usual 
forms of criticism of a Government’s financial proposals aban- 
doned’, drew attention to the very different effects of the War 


1 Seven months later Mr. McKenna opened the door to the small investor by including 
a Post Office issue in his 4} per cent. Loan (21st June 1915) when multiples of £5 were 
accepted ; scrip vouchers for 5s., 10s, and £1 were also issued, but with rather dis- 
appointing results, only £1,413,000 being obtained. 798,220 £5 certificates were sold 
through the Post Office. 
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upon different districts. In Northumberland, for instance, the 
collieries very largely dependent upon their export trade to the 
Continent were losing heavily, while the steam-coal collieries of 
South Wales were reaping a rich harvest. Again, the cotton trade 
was in an unsatisfactory condition, while the woollen manu- 
facturers of Yorkshire were working day and night. Evidently 
the Northumbrian coal-owners and the Lancashire mill-owners 
were not so well able to pay war taxation as the coal-owners of 
South Wales and the Yorkshire woollen manufacturers. Sir 
Joseph therefore suggested that the three years’ average for 
Income-tax assessment should be replaced by the actual income 
of the year. This suggestion looked reasonable, but the Chan- 
cellor would not adopt it. However, his successor (Mr. McKenna) 
really borrowed Sir Joseph’s principle when he introduced that 
most successful revenue-producer—the Excess Profits Duty. 
Sir Joseph ended by declaring that the true principle of taxation 
is to tax every man on ‘a graduated scale according to his precise 
income for the year’. Mr. L. Chiozza Money, a wielder of 
statistics, which he afterwards employed in support of State 
Socialism, continued the discussion of the wages tax. Assuming 
a figure of £750 millions as the wages bill of the country, he said 
that a sixpenny tax would apparently yield £18 millions, but 
“when you take out of it the people who ought not to be taxed, 
you will find that it makes a very great difference in the total’. 
He suggested that you could not tax the wages drawn by boys, 
girls, and women. Why not? Surely the people who are exempted 
by reason of age or sex from the burden of military service are 
precisely those who ought to pay a war tax. Within a few 
months tens (perhaps hundreds) of thousands of boys and girls 
were earning more in wages than a soldier got in pay, allowances, 
uniform, board and lodging! Mr. Money mentioned 25s. a week 
as a reasonable minimum, but ‘a better way’, he thought, * would 
be to lower your Income-tax level to the old level’, say £120 
or even £105 a year, ‘ and then do your best to bring every working 
man in the country above that level’. 

Sir R. Winfrey raised a new and useful point by suggesting 
that farmers, who were then assessed on one-third of their rent, 
‘ought to be asked to pay a fair share of Income Tax’. He 
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mentioned farmers, whom he knew in the eastern counties, 
‘making £600, £700, and £800 a year, and yet not paying one 
farthing Income Tax’. Mr. L. Haslam supported this suggestion, 
and then ventured on a prophecy, often made at the time: 
‘Economic causes will be the chief means of bringing the War 
to an end.’ He was thinking of the drain on the national income 
of the belligerents, not of blockades and the shortage of com- 
modities, and suggested that Germany was therm spending half 
her income, while we were spending one-fourth or one-fifth. No 
doubt if governments and nations during a war were ruled by 
reason they would prefer a negotiated peace to bankruptcy. 
But victory is the gambler’s stake, which attracts the war makers 
and may keep a war going long after cash and even credit are 
exhausted. Mr. Haslam also thought that the exemption level 
for income tax should be lowered. He did not object to the 
chief part of the cost of the War being thrown on the well-to-do, 
but pointed out that ‘when you include Income Tax, Estate 
Duty, Death Duty, and Insurance’, the very rich paid one-fourth 
of their income. They were soon to pay more than half! 

Turning to military expenditure, Mr. Haslam referred to 
France, whose conscripts only received sevenpence a week, 
while our soldiers got seven shillings; the French separation 
allowance was a shilling a day (? one franc) and 50 centimes for 
each child. Thus on pay and separation allowances, as com- 
pared with our scale, the French Government was ‘ saving’ 
£70 millions a year. 

It was reserved for Mr. Thomas Lough, author of England’s 
Wealth Ireland’s Poverty—who had more than once shown himself 
a keen-eyed critic of Public Finance—to expose the contrast 
between the Chancellor’s words and deeds, between the sound 
doctrine of his preliminary exhortation and the anticlimax of 
his practical conclusion. Mr. Lloyd George had praised previous 
Chancellors of the Exchequers in previous wars for setting such 
heroic examples of WarBudgets. Thanks mainly toGladstone and 
Pitt the tax-payers had contributed six-elevenths to the cost of 
the Crimean War, five-elevenths for the French wars, and even 
Sir M. Hicks-Beach had extracted two-fifths of the cost of the 
South African War from the tax-payers. Recalling Mr. Lloyd 
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George’s statement that the revenue of the pre-war budget 
would be £11 millions short, and that the new taxation would only 
yield £153 millions in the next four months, Mr. Lough argued 
that there would only be £4 millions for the cost of the War, 
so that Mr. Lloyd George was only paying one seventy-fifth. But 
Mr. Lough, who had a large tea business, came to grief when he 
passed to practical precept. For he only suggested that the 
Tea Duty should be lowered to sixpence and the Coffee and Cocoa 
Duties raised to sixpence, with a similar duty on rubber and rice, 
and that £10 or £15 millions should be saved on the Poor Law. 
The awful tale of killed and wounded had caused in the country 
a general feeling of bitterness which was only partially diverted 
from politicians at home to the German Emperor. This feeling 
found vent in sympathy with the soldiers and a desire to relieve 
their sufferings. This was reflected in the House of Commons. 
Many speakers insisted on the unfairness of making soldiers pay 
Income Tax; and the Financial Secretary to the Treasury 
announced that the Government would shortly raise the pay of 
junior officers. 

The Finance Bill was read a second time without opposition, 
and when the committee stage began on 24th November the 
Chancellor announced a concession to thebrewers. He stood bythe 
17s. 3d. a barrel, but offered a rebate of 2s up to 31st March 1916, 
and of Is. up to 31st March 1917; this would give the trade time 
to adapt itself to the increase which then seemed so enormous. 
The concession was estimated to cost £450,000 in the current 
year, and from three to four millions in the following two years. 
Mr. Chamberlain thought the concession inadequate, and formally 
retired from his honorary partnership with the Chancellor. With 
considerable prescience he warned the Committee that they might 
call this a war tax; but they must not imagine that it would 
come off after the War. Even Mr. A. Sherwell, hitherto an 
advocate of the higher taxation of alcoholic liquor, hinted that 
the new duty was too heavy and too sudden. Sir G. Younger, 
who had won the concession to his trade, declared that the higher 
prices had already caused a ‘serious’ decline in sales; to which 
Mr. Leif Jones, a stalwart on the temperance side replied that 
the selling margin was ample. And he proved to be right. 
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After the Beer Duty had been passed the Income-tax clauses 
were taken, and Sir F. Low tried to get the tax on earnings made 
payable in two instalments, on Ist January and 3lst March, 
explaining that the tax on landed property and securities was 
already ‘payable as it accrues due, quarterly, half-yearly, or 
even monthly’; but after some discussion he withdrew his 
amendment. Sir John Simon had promised that the concession to 
Super-tax payers who had lost one-third of their, incomes should 
be given ‘by Inland Revenue Regulations’. In reply to a plea 
by Sir F. Banbury for Super-tax payers, Sir John Simon offered 
a new clause postponing the collection of part of the tax when 
the tax-payer had lost at least a third of his income. 

Mr. J. M. Henderson proposed a sub-section which would 
allow professional and business men to deduct from their assess- 
ments the income which their military service prevented them 
from earning; and the Attorney-General undertook to meet the 
case of all men serving abroad, even if serving for the Red Cross 
and not under military law, by taxing them on their actual 
income for 1914-15, not on the three years’ average. An appeal 
to the Chancellor from Mr. J. G. Butcher to exempt from Death 
Duties the estates of men killed in the War which might pass to 
others than their widows and children, was refused on the ground 
that such transfers of property would come as windfalls to 
persons who could not otherwise expect them. 

When the Bill was reconsidered on 25th November Mr. Butcher 
tried to get the pay of persons serving in the Army and Navy 
exempted from income tax, but Mr. Montagu explained that 
a new Army Order had just increased the pay of Junior Officers 
at a cost of £1,150,000. Next day, when the Third Reading was 
taken, Sir J. D. Rees anticipated a policy which was adopted 
at a later date by suggesting an increase in the Coffee and Cocoa 
Duties to balance the increase on tea, arguing that the profit 
on the sale of cocoa and coffee was larger than that on tea. 
Mr. Montagu replied that cocoa was the raw material of an 
important industry and also a valuable food-stuff as well as a 
beverage ; he did not answer the point about coffee. The Finance 
Bill was then read a third time and carried. 
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Criticism of the First War Budget 


In spite of defects and shortcomings which soon became 
evident, the Budget had a good reception in the press; its 
additions to taxation, especially the doubling of the Income Tax, 
were heavy and seemed adequate at the time, because few people 
expected a prolonged war and because money incomes had only 
just begun to rise: indeed, critics in the House of Commons were 
mainly concerned about tax-payers whose incomes had been cut 
down by the War. 

The Economist in its comments (21st November) followed the 
teachings of Pitt and Gladstone by urging that the cost of war 
should be met as far as possible out of tax revenue. Otherwise 
the public credit would suffer, and debt charges would become 
unnecessarily burdensome. 


‘The Government’, it remarked, ‘ deserves all credit for having boldly 
faced an unprecedented emergency by calling upon the nation to make an 
unprecedented sacrifice. And we must commend Mr. Lloyd George not 
only for promptitude and courage, but also for the directness and simplicity 
of the (Budget) scheme which he laid before the House of Commons on 
Tuesday. There is no nonsense about it, no dodging, no attempt to impose 
taxes which will be profitable to certain interests, and therefore popular 
with a section of the community. There are none of those petty devices 
which hamper trade without helping revenue, and above all none of those 
protective duties in which the Exchequer shares with favoured interests 
the plunder of the poor. The taxation falls upon all classes, and it falls, 
thanks to previous graduations of the Income-tax, in a fair proportion 
upon wealth.’ 


It supported the additional taxation on beer and tea, ‘ though 
there was much to be said for devising half-a-dozen more luxury 
taxes’. Yet the simplicity of this Budget had a ‘massive merit 
to which a more refined and elaborate scheme could not pretend. 
. . . The doubling of the Income Tax is a tremendous stroke.’ 
In its observations on the terms of the £350 million War Loan, 
the Economist criticized the offer of the Bank of England to lend 
up to the full issue-price value of the loan at 1 per cent. below bank- 
rate for three years. ‘ Probably no harm will be done; for so long 
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as the Treasury adheres firmly to the convertibility of all currency, 
there is no likelihood of inflation, redundance, and depreciation.’ 
This gentle warning indicated plainly what would and did happen 
when inflation began to operate through an inconvertible paper 
currency. 

Regarding Income Tax, the chief fault of the Budget proposals 
was that they simply doubled the tax as it stood, thereby doubling 
all its admitted anomalies without extending it to a larger number 
of citizens. The Economist of 28th November pointed out that 
‘earned’ incomes were graduated on a different scale from 
‘unearned’ incomes, as the ‘ earned’ rate continued to rise until 
the income reached £2,501, while the ‘ unearned’ rate reached its 
maximum at £701. Therefore in a full year an ‘ earned’ income 
of £701 would pay £52 11s. 6d. and an ‘unearned’ income 
£87 12s. 6d.; yet an income of £2,501 would pay £312 whether 
it was ‘earned’ or ‘unearned’. Then there were ‘jumps’ at 
certain points in the scale—£501, £601, £701, &c.; at £2,001 
the extra pound involved an extra tax of no less than £33 9s. Od. 
These anomalies were lessened by Mr. McKenna’s first Budget 
and removed, on the recommendations of the Royal Commission 
on the Income Tax, by Mr. A. Chamberlain. Evidently the right 
course would have been to lower the point of total exemption 
for single persons to, say, £100 a year, and to graduate the tax 
on incomes above that point. In time of war all non-combatants 
ought to have less money to spend than in peace time ; as a result 
of the lavish expenditure of borrowed money, even in November 
1914, many people had more money to spend than they had in 
the first half of the year. Moreover, so soon as the Government, 
to satisfy its French and Russian Allies, adopted the policy of 
territorial spoils—which pointed to the long and desperate war 
naturally entailed by a demand for almost unconditional surrender 
—it should have taken strong measures at home to husband the 
nation’s resources, first by public safeguards against public waste 
with efficient control of the squanderers, and secondly through the 
enforcement of private economy by heavy taxation directed 
especially against those who in all ranks of life were beginning to 
profit by the enormous public expenditure. 

In a few months’ time another defect made itself unpleasantly 
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and even disastrously felt; this was Mr. Lloyd George’s neglect 
to raise the Spirit Duties pari passu with the Beer Duty. As we 
shall discover before we come to the next budget, a most undesir- 
able change took place in the drinking habits of certain sections 
of the community, partly, no doubt, as a result of the increased 
price of beer and the relative cheapness of spirits, especially 
whisky, partly of a rapid rise of wages in the war trades, which 
again ought to have been sternly repressed or restrained. 


CHAPTER ITI 
THE SECOND WAR BUDGET, MAY 1915 


Wuen—after the turn of the financial year—the normal time 
came for his Second War Budget, Mr. Lloyd George made a 
curious, and, as it turned out, an ill-advised break with financial 
tradition. He introduced proposals to increase the taxation of 
intoxicants as part of a plan for checking the drinking propensities 
of Government workers in munition factories, instead of incor- 
porating them in the Budget which he was to bring in five days 
later. On 29th April he struck a note of alarm, repeating some 
sentences previously uttered on bad time-keeping by certain 
workmen in armament factories. ‘ Drink’, he had exclaimed, ‘is 
doing us more damage than all the German submarines put 
together.’ He now went on to attribute delays in the manufacture 
and transport of war material ‘ mainly to excessive drinking’, 
and quoted reports from Admiral Tudor and others bearing out 
this statement. Some of the reports stated that such high wages 
were being paid that men earned all that they wanted in two or 
three days and spent the rest of the week drinking. Other 
reports urged restriction of hours, prohibition of spirit-selling, or 
even complete prohibition. That excessive wages should not be 
paid to those who were not risking life, limb, or health in the 
trenches few dared to suggest. Mr. Lloyd George agreed that the 
chief mischief came from the drinking of spirits, especially 
whisky, but refrained from suggesting prohibition because, as 
he put it, whisky ‘is a beverage of particular localities and we 
wish to avoid the appearance of being unfair to local tastes’, an 
obvious reference to Ireland and Scotland. 

The Government, he said, came to the conclusion that, at 
any rate, an effort must be made to restrict the sale of spirits 
and of the stronger beers ; consequently the Chancellor proposed 
a very heavy surtax on spirits and a heavy surtax on all beers 
containing more than 7 per cent. of proof spirit. Further, he asked 
the House of Commons to relax the law which forbade the sale 
of brandy, whisky, or rum, without notice, if they were lower than 
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25 per cent. under proof. In detail his proposals would have 
doubled the Spirit Duty (making it 29s. 6d. a gallon), besides 
adding 12s. per barrel on beer containing 7 per cent. spirit, with 
higher charges for higher percentages, and 15s. a gallon to the duty 
on sparkling wines. Mr. Lloyd George also asked for power to 
close public houses in certain areas, on payment of compensation. 
In spite of all the evidence he produced of the mischief caused 
by excessive drinking among munition workers who were being 
paid from loans or taxes, Mr. Lloyd George’s proposals were 
coldly received. Mr. Bonar Law, who led the Opposition, ‘ did 
not clearly understand’ the proposals of the Government, and 
preferred to wait until he had seen them in the form of a bill. 
Mr. John Redmond declared that no section of Irishmen was 
unwilling to face * any sacrifice that is proved to be necessary’ ; 
but he could not admit any increase in drunkenness or any slack- 
ness among workers in Irish shipyards or explosive works; in 
fact he asserted that the men were working longer hours and drink- 
ing less. So far as it merely demanded powers for dealing with 
slackers in munition areas by taking over public houses and 
establishing canteens, he would support the Government ; but 
he could not back a proposal * to destroy root and branch a great 
Irish industry’. Mr. W. O’Brien, more emphatic still, declared 
that the Chancellor ‘had struck a most unjust, and possibly 
a fatal, blow at almost the only considerable manufacture (namely 
whisky and stout) that is left in the three southern provinces of 
Ireland’. He demanded the entire exclusion of Ireland from the 
Bill, describing it as really ‘ a teetotal measure, which the Govern- 
ment had been tempted to accept under cover of war pressure’. 
This statement was immediately denied by Sir T. P. Whittaker, 
who said that, so far as he was aware, no member of the Temper- 
ance Party knew of the Chancellor’s proposals beforehand. 
Mr. T. M. Healy argued that, if a Ways and Means Resolution 
were carried, embodying Mr. Lloyd George’s proposals, it would 
have the effect of an Act, and the new taxation would at once 
come into force. ‘If beer and whisky are bad’, he cried, ‘ pro- 
hibit them altogether.’ Mr. Lloyd George, of course, had only 
said that they were too cheap and too easily obtainable. Then 
again, Mr. Healy went on, the proposal would destroy the finance 
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of the Home Rule Act (suspended on the outbreak of war) which 
depended largely on the Beer and Spirit Duties. He did not 
explain how an increase in taxation would destroy the revenue 
from the article taxed, but probably meant that the resulting 
prices would be prohibitive. Differing from Mr. Redmond, who 
had talked about the ‘ great explosive works at Arklow’, Mr. 
Healy argued that Mr. Lloyd George’s complaints ‘could not 
apply to Ireland, because we are not making munitions of war’. 
The Speaker gently explained that Mr. Healy’s alarm about the 
effect of carrying the resolution was unfounded, and Mr. Lloyd 
George informed him that the taxation proposals would be incor- 
porated in the Finance Bill of the year. However, Mr. Healy 
was right in thinking that the Government meant to pass the 
resolution that night because, for obvious reasons, a government 
cannot propose increased duties and allow people to evade them 
by buying and selling the commodities affected before the new 
taxes came into force. After several challenges Mr. O’Grady rose 
on behalf of the Labour Party to defend the munition workers 
from the Chancellor’s accusations ; he declared that men were on 
the sick list not because they drank too much but through physical 
exhaustion. 

After leave had been given to bring in a bill to extend the 
Defence of the Realm Act, the House went into Committee of 
Ways and Means, and Mr. Lloyd George formally moved his 
taxing resolutions. The one applying to beer, he explained, 
would not come into immediate operation, because it was not 
proposed ‘ to touch the particular brew which is going through at 
the moment’. In the same way the spirit resolution would not 
inconvenience spirit dealers, because they had cleared out of 
bond during the past month ‘ far more than they could possibly 
deal with in the ordinary course of business between now and the 
time when the House will come-to a final decision’. Mr. Chamber- 
lain was careful to preserve his right of criticism and future 
opposition by saying that the Conservatives only consented to 
the resolutions ‘for the necessary protection of the revenue’, 
and ‘ without prejudice’. 

Mr. Healy renewed his assault on behalf of the Irish brewers 
and distillers, declaring that the new duties were ‘ assassin 
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taxation’, and demanding compensation for the threatened 
trades ; no analogy, he said, could be drawn from the prohibition 
of vodka in Russia, because licensed houses in Russia. were a 
Government monopoly. The resolutions were then put, and those 
imposing increased Custom Duties on spirits, wine, and beer 
were adopted nem. con.; the Excise Duties on spirits and beer 
were opposed, but were carried, on a division, in a very small 
House, by 89 to 5 votes, and 74 to 5 votes respectively. 

Five days later Mr. Lloyd George, having learnt that a con- 
siderable quantity of beer was in course of brewing, and that its 
gravity could not be altered, undertook to postpone the operation 
of the new Beer Duty for a fortnight. But this was also the day 
fixed for the presentation of the Second War Budget, in which it 
might have been supposed that the financial effects of these new 
and heavy duties on beer and spirits would have been very fully 
explained. As a matter of fact only half a paragraph of ‘ Han- 
sard’ is occupied by this topic; from this the House learnt that, 
owing to heavy forestalments in February and March, to the 
dilution now offered, and to the fall in consumption as a result of 
the increased duty, the revenue from spirits was expected to 
decline. A large increase was expected from the Beer Duty, and 
nearly a million more from wine. 

It is always difficult to estimate public opinion when a powerful 
interest is touched ; but never so difficult as in war time. It is 
certain, however, that among a large section of workmen the new 
proposals were unpopular, and there was no organized body of 
opinion to support them. The Irish Nationalists, always alert in 
defence of whisky and stout, held a meeting and resolved to 
oppose the new taxes by every constitutional means. Mr. Lloyd 
George stuck to his proposals for a day or two longer and showed 
readiness to modify them. They were discussed after the introduc- 
tion of the Budget, but formed no part of the Chancellor’s financial 
scheme. 

The opposition these proposals had encountered may have 
suggested to the Chancellor of the Exchequer that further taxa- 
tion would endanger the Government. Its conduct of the War 
was already being criticized, and so fear of unpopularity may 
explain, though it cannot excuse, Mr. Lloyd George’s neglect to 
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make further taxation a part of his Second War Budget, which he 
introduced a few days later. | 


As the War extended and intensified the financial demands on 
Britain grew ; the numbers of Kitchener’s Army increased daily, 
and public expenditure advanced by leaps and bounds. Unfor- 
tunately the revenue showed no corresponding growth ; indeed, 
the total received during the year ending 3lth March 1915 was 
only £226,694,000, or £284 millions above that for the last peace 
year, and rather less than £163 millions above Mr. Lloyd George’s 
estimate on 4th May 1914, which was reduced by £3} millions in 
the following month. But since Mr. Lloyd George only expected, 
in his final estimate in November 1914, to obtain £2094 millions, 
the result might be called satisfactory ; for it showed that the 
revenue was elastic. Indeed, after the first stringency, in the 
early days of fighting, had worn off, and as the stream of borrowed 
money began to circulate from the Treasury fountain-head, most 
people found to their surprise that they had more money to 
spend than ever before. All able-bodied men who did not join 
the Army could find work at high and rising wages. Only a com- 
paratively small section felt the burden of the double Income and 
Super Taxes. Many idlers among the leisured and propertied 
classes procured salaried posts under Government, and so aug- 
mented their family incomes. Multitudes of women were finding 
remunerative work in the munition factories. 

A table will show most easily the changes in the yield of 
various taxes, nearly all the increase being obtained from Income 
and Super Taxes (£22 millions), the increased Beer and Tea Duties 
helping Customs and Excise to raise nearly six millions more : 


Year ending Year ending 
3lst March 1915 3list March 1914 
£ £ 

Customs : is ; é ‘ d 38,662,000 35,450,000 
Excise . , 5 ‘ ‘ 42,313,000 39,590,000 
Estate, &c., Duties . : : : ‘ 28,382,000 27,359,000 
Stamps . y : : 7,577,000 9,966,000 
Land Tax and House Duty ‘ : : 2,560,000 2,700,000 
Income and Super Tax . 4 : 69,399,000 47,249,000 
Land Value Duties . : 412,000 715,000 
Post Office, zoperseh. and d Telephones ‘ 29,650,000 30,800,000 
Sundries ‘i : 7,739,080 4,413,897 


Total Revenue : 226,694,080 198,242,897 
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Mr. Lloyd George began his Financial Statement 1 on 4th May 
1915 with an account of the cost of the War for the first eight 
months, i. e. to 31st March. It had amounted to £360 millions in 
round figures, including £52,370,000 for advances to the Dominions 
and our Allies, and an unspecified sum for the purchase of wheat, 
meat, sugar, &c. The cost, of course, was growing daily ; for the 
first four months it came to £102 millions, and for the second 
four months to £177 millions. 


Revenue 


Looking back now, with our knowledge of paper currency and 
credit inflation, there is nothing surprising in the high yield of 
the War taxes; but the House of Commons learned with no little 
gratification that the Income Tax outstripped the November 
estimate (£53 millions) by £6,279,000, while the Super Tax 
exceeded the estimate (£8,460,000) by £1,660,000. Tax-payers, 
indeed, often showed more eagerness to pay than the authorities 
to collect, and some remittances were accompanied by ‘ letters 
testifying to the readiness with which people enclosed their 
cheques ’. 

Customs and Excise also exceeded the estimate (£73-9 millions), 
but on this head the seven millions gain was less satisfactory, 
since £2,182,000 was due to increased consumption of spirits. 
The production of beer, after the increase in the Beer Duty, 
showed a decrease of 38 per cent. in December and smaller 
decreases (22, 22, and 17 per cent.) in the next three months. 
The net increase in the consumption (spirits take several years 
to mature) of spirits showed a rapid growth, being 3, 6, 15, and 
26 per cent. respectively in the next four months after the Novem- 
ber Budget. These figures pointed to a change in popular habits 
from beer drinking to spirit drinking, a change from the lesser to 
the greater evil. 

No doubt this increase in spirit drinking afforded justification 
for the proposals so unluckily brought forward on 29th April, 
and so hastily dropped. In estimating the revenue for 1915-16 
Mr. Lloyd George calculated that spirits would only yield £23-4 
millions owing to increased dilution and a decline in consumption 

1 Hansard, vol. Ixxi, p. 1000. 
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following the higher duty. Beer, however, was expected to 
bring in £32 millions (an increase of £16-12 millions), wine £23 
millions, and tea £9 millions, an increase of only £372,000. It 
was anticipated that coffee, cocoa, and chicory would show a 
trifling loss, and the yield of the Sugar Duties was expected to 
decline by a third of a million. Another important article, 
tobacco, was down for a loss of over a million. Altogether 
Customs and Excise were estimated to yield £95-2 millions, an 
increase of £132 millions on the actual receipts of 1914-15. 

Turning to another source of revenue, Mr. Lloyd George looked 
for a small decrease in Death Duties and a considerable decrease 
in the yield from stamps, no doubt through the check on Stock 
Exchange transactions caused by war restrictions. From Income 
and Super Tax he anticipated a yield of £103 millions, an increase 
of £33:6 millions. In spite of an expected increase of £2 million 
from the Post Office, a probable decline in ‘ Miscellaneous ’ 
(including profits of the Mint which had gained from the great 
demand for silver coins in 1914-15) was expected to bring the 
estimated non-tax revenue down to £34-6 millions. So the total 
revenue for the year was estimated at £2704 millions, an increase 
of £432 millions on that for 1914-15. 


Expenditure 


It is the usual practice of Chancellors of the Exchequer to 
say first how much they intend to spend during the year and then 
to explain, if there is a deficiency, how they will make the revenue 
balance the expenditure, or if there is a surplus, how they will 
dispose of it. Mr. Lloyd George reversed the process, and having 
told the Committee what revenue might be expected he went on 
to estimate the year’s expenditure. For some reason, which has 
never been disclosed—though efforts had already been made by 
neutral diplomatists to bring the War to an end—Mr. Lloyd 
George gave alternative estimates, one based on the assumption 
that the War would be over by 3lst September 1915, the other on 
the assumption that it would last till the end of the financial 
year. But after the fighting ended war costs would go on for some 
months, armies of occupation, running contracts, and so on; in 
fact * the three or four months after the War may be more expen- 
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sive to the Exchequer than the three or four months before the 
end of the War’. Consequently, on the most favourable 
hypothesis, a reduction of expenditure could not be looked for 
before the following February. 
_ On the assumption of a six months’ war the fixed debt charge 
would be £244 millions, with a new debt charge of £243 millions, 
while the Local Taxation Account and other charges would bring 
_ up the Consolidated Fund Services to £613 millions. Civil Services 
would require £59 millions, and the Post Office nearly £27 millions, 
making, with other items, a total of £903 millions. For the Army 
and Navy Mr. Lloyd George proposed to take only what are called 
‘token votes’ of £15,000 and £17,000, proposing in effect that 
the whole expenditure of the fighting service should be covered 
by votes of credit ; these would be made up of the following main 


items : £ 
Army . 2 ; : : : ; . 400,000,000 
Navy ‘ : : 2 3 : i . 120,000,000 
Railways, Air Raids, &c. . g : : . 11,000,000 
Compensation, Canteens, &c. . ’ 3 , 7,000,000 
Advances to Allies and Dominions 5 : - 100,000,000 
638,000,000 


Altogether these colossal figures give a total of £790,458,000 
for the year’s expenditure on the most hopeful assumption. On 
the assumption of a war lasting until the ‘end of March 1916, 
some of the items would be the same; some, such as the advances 
to Allies and Dominions, would be just doubled; the Army Vote 
would be raised to £600 millions, the Navy to £146 millions, the 
War debt charge to £30 millions, and the total would come to 
£1,136,434,000. 

After deducting the estimated revenue the Chancellor had to 
admit a deficit of over £862 millions, a figure unparalleled in British 
. financial history and equal to the whole National Debt at the close 
of the Napoleonic wars. 

; Mr. Lloyd George then diverged into some general considera- 

tions, pointing out that the country (i.e. the people) had 
‘£4,000 millions invested in colonial and foreign securities of | 
the best’, but these were not very liquid because they could 
hardly be sold anywhere except in the United States. Diffi- 
culties were accumulating. Our imports had increased enormously 
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and our exports had gone down; whereas Germany’s foreign 
trade had been cut off both ways, to a large extent, by our 
blockade, so that she was forced to be largely self-supporting. 
Judging from the last two or three months Mr. Lloyd George 
reckoned that our excess of imports over exports instead of being 
€134 millions as in 1913 would be £448 millions ; and this did not 
include Government purchases abroad or the purchases of our 
Allies, whom we had to finance. Even as early as May 1915 it 
appears Great Britain ‘ had practically to finance the purchases 
of most of the Allies abroad’. Altogether this meant a difference 
of £700 or £800 millions between our exports and imports. 

At that time Mr. Lloyd George thought it safe to reckon that 
we were still getting the interest on our four thousand millions of 
foreign investments, some £200 millions a year, and earning the 
usual £120 to £150 millions by shipping, banking, insurance, and 
other services. So there was an adverse balance of from £350 to 
£400 millions. In view of this financial burden the Chancellor 
hinted that the Allies should decide what part they wanted Britain 
to play. We were maintaining the command of the seas, as well 
as an immense army on the continental scale; and thirdly, as 
in the Napoleonic wars, we could finance the Alles in their 
necessary purchases, especially outside their own countries, and 
help them with the manufacture of munitions and equipments of 
war. We could do the first and the third, but we could ‘ only 
do the second within limits’ if we had to do the others too. 

How was the deficiency to be bridged ? Though the Chancellor 
did not make it clear, there were really two gulfs, the one between 
revenue and expenditure, and the other between exports and 
imports. First, said Mr. Lloyd George, there was the expedient 
of the * paper bridge’, but this was ‘ simply an indirect method 
of levying taxes upon the income of the people; you water the 
currency and prices go up’; this course would be ‘ a fatal one’. 
The second method, which was being pursued by Germany, was 
to sell existing securities abroad, or to create new securities by 
borrowing abroad; but the market was a limited one. The 
third, ‘ and in my judgment the only reliable and straightforward 
course’, was to ‘depend more largely upon the income of the 
country ’. : 
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This phrase as it stands is not very clear, but Mr. Lloyd George 
went on to explain that the income of Great Britain in time of 
peace was £2,400 millions. The figure may have been an over- 
estimate. But undoubtedly, as Mr. Lloyd George already saw, 
the money income of the country had increased through the 
spending of ‘ hundreds of millions of borrowed money’. Besides 
people were working overtime; wages had risen, and profits in 
certain trades were considerably higher. Therefore, he said, if 
we ever had to consider what taxes should be raised ‘ in order to 
get through a war lasting two or three years’, it would be right 
_ to levy special taxation on ‘ those who make exceptional incomes 
out of the War’. 

These last sentences cannot be passed over without comment. 
They led the House and the country to imagine that the Govern- 
ment hardly thought ° a war lasting two or three years’ a possi- 
bility worth considering; though Lord Kitchener had from the 
outset based his plan (and the Government had authorized him to 
proceed) on the hypothesis of a three years’ war. A Govern- 
ment at war must not speak despairingly. But neither should 
it shrink from taking financial precautions against the worst 
that may happen. On the best assumption the tax revenue was 
far too low in proportion to the expenditure, and the months of 
immunity (since 17th November 1914) from extra taxation had 
fostered the spending habit when economy was vital. 

Our second criticism touches the phrase about taxing ‘ excep- 
tional incomes’. Why should the people who were lucky or 
unscrupulous enough to make money out of the War be taxed 
specially if the War lasted three years, and not if it lasted only 
eighteen months ? Even on the recognized principles of ° ability 
to pay’ and ‘benefit’ such persons should have been taxed to 
the hilt even if the War only lasted one year and had cost no more 
than £1,500 millions. 

From income Mr. Lloyd George turned to the country’s power 
of saving, and suggested that the national savings, which were 
reckoned at £300 or £400 millions a year, ought to be doubled 
during the War. If so, there would be ‘a fund available either 
to release existing securities or to invest in any national loan’. 
In the Napoleonic wars, Mr. Lloyd George said, our ancestors 
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began the War with taxes which were equivalent to ‘ one-seventh 
of the national income; they proceeded to one-sixth as the War 
went on, and they went on to one-fifth, and as the War continued 
they taxed themselves to the extent of one-fourth; and they 
ended by taxing themselves to the extent of two-sevenths of their 
income ’.! 

These figures for the Napoleonic wars indicate broadly the 
increase of taxation and the growth of tax revenue, though they 
may not be quite accurate. Professor Bastable, writing for the 
British Association in June 1915, said: ‘ Instead of one-half of 
the cost having been met by taxation, the fact seems to be that 
little more than one-fourth of the War expenditure was so pro- 
vided. If the total cost of the War be taken as £830 millions, 
the contribution from loans was £600 millions, and that from 
taxation £230 millions.’ ? 

Such a comparison, coming towards the end of a Budget 
Speech, might have been expected to lead up to a proposal for 
heavy additions to existing taxation ; but the House of Commons 
learnt with surprise that there were to be no additions, and the 
Chancellor brought his speech to a close with a weak warning 
that ‘if the War is prolonged’ the House would have to con- 
sider a further contribution. On a later page * we deal with this 
most culpable failure to increase taxation at a time when a vast 
deficiency was accumulating and the country was well able to pay 
much heavier taxes. 

Mr. Chamberlain’s criticism was mild; he agreed with much 
of the Chancellor’s speech and especially with his warning that 
the Alhes must not make indefinite demands upon England for 
fighting men, for industrial assistance in the provision of supplies 
and munitions of all kinds, and for financial assistance. But, 
he added, * We are not going to win the War by economic argu- 
ments, however sound; we are going to win by hard fighting’. 
He regretted that the Government could not make larger reduc- 
tions in our domestic expenditure and produce smaller Civil 
Service estimates, and he urged the Chancellor and the Treasury 

1 Hansard, vol. Ixxi, p. 1017. 

* British Association Report, 1915: Committee of Section F on‘ the Effects of the 


War on Credit, Currency, Finance and the Foreign Exchanges ’. 
3 Pages 67-72. 
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to watch attempts by other Departments to force local authorities 
into expenditure which might be postponed. 

Speaking for the liquor trade, Mr. Chamberlain objected to the 
proposals for the higher taxation of spirits, beer, and wine. The 
- House, he said, would readily authorize the Government to apply 
restrictions in districts where there had been an abuse of the 
present supply of liquor; but the Chancellor’s proposals sought 
‘to impose absolutely penal and crushing taxes on the makers 
or vendors of those alcoholic drinks, and on the consumers of them 
in every other part of the country’. Turning to the distinction 
between light and heavy beers, Mr. Chamberlain said that lager 
beer was * heavy’ within the meaning of the Chancellor’s taxes, 
the standard article manufactured by Guinness’s would fall under 
the highest rate of surtax ; and the same would be true of nearly 
all brewing in Ireland. In the case of Burton-on-Trent, Mr. Cham- 
berlain was informed by two great firms that four-ninths of their 
output would be subject to the 36s. surtax and only one-ninth 
would pass at the light rate: ‘This is not taxation; this is 
annihilation. The proposed Wine Duties would be equally 
heavy ; a hogshead of claret or Australian wine hitherto charged 
£3 would have to pay £12; while one kind of port, hitherto 
paying £17 5s. Od., would now be charged £67. Finally, he 
declared that the Unionist Party, with every desire to help the 
Government, could not do otherwise than actively oppose the 
new taxes. 

Mr. Lloyd George at once answered Mr. Chamberlain and said 
he was ready to meet both the brewers and the distillers and, in 
fact, had arranged to meet deputations next day. He was not 
wedded to any particular proposals and was ready to accept a 
better plan from any one; but, he added, ‘ whether the increase 
in the consumption of spirits is due to the beer tax or not, it is 
a fact’. 

Mr. Bonar Law was even more antagonistic to the liquor taxes 
_ than Mr. Chamberlain; he declared that the Trade ‘ is going to 
be roused to a perfect passion of excitement and resentment 
against these proposals’. Mr. John Redmond, on behalf of the 
Irish Nationalists, agreed with Mr. Lloyd George’s proposals as 
far as the areas were concerned ; but declared that the new taxes 
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had no friends and that his party would oppose the taxes ‘ root 
and branch, on the broad ground that they are no remedy for 
this evil’. Already the Nationalists had met, and had resolved 
to oppose the taxes on spirits and beer by every means in their 
power. He argued that the new taxation would fall with special 
weight on Ireland because the distilling trade meant more to 
Ireland, in proportion, than it did to England, and the same 
might be said about beer. Irish barley, he said, such as is used 
for the making of Dublin stout, was quite unsuitable for the 
light kind of beer which Mr. Lloyd George desired to encourage ; 
Guinness’s lightest porter ‘ X’ had a gravity of 10-57, therefore 
the full 36s. surtax would fall on every single barrel of beer brewed 
by this firm. Already the drop in the market value of Guinness’s 
shares had amounted to nearly £14 million sterling, and Guinness’s 
stock was held by people all over Ireland. Mr. Redmond claimed 
the support of the Unionists in the south and west of Ireland, 
and of the Ulster press in opposition to these taxes. 

On behalf of the Labour Party Mr. Arthur Henderson also 
opposed the taxes, and refused to accept the statements about 
over-drinking in Mr. Lloyd George’s White Paper as evidence ; 
he said that similar statements came before the conference on 
the relaxation of trade union rules, but when cases were investi- 
gated the charges proved to be ill-founded except in one instance. 
He suggested that, before further action was taken, a committee, 
to include munition workers, should investigate the whole matter. 
Mr. W. O’Brien was naturally exhilarated to find his minority 
of five on the previous Thursday turning into a majority; but 
he was prepared to give the Chancellor unlimited control of the 
munitions areas if he would drop the surtaxes entirely. Sir A. 
Markham also opposed the new taxes and restrictions, and said 
that the miners in his constituency ‘ are not going to pay 54d. 
for a pint of beer when they come home from work’. He con- 
tended that men working in London and men doing hard manual 
work were in two entirely different classes: ‘men engaged in 
furnace work or in mines want beer, and these men would not 
tolerate interference with the quality of their beer; if the Chan- 
cellor thinks he is going to prevent men who are earning high 
wages having the beer they like, by putting on a tax, he is very 
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much mistaken. Sir Arthur regretted that there was no tax 
on war profits, and suggested that there should be a special levy 
on ‘all profits in excess of the average earnings over the last 
three years’. 

Sir Alfred Mond, who was almost alone in supporting the 
Chancellor, took a more serious view than other speakers of the 
statements in the White Paper. We were asking millions of men 
to fight, and perhaps be killed, for their country, and yet when 
we said to people, ‘ do not have a glass of beer for a few months 
so as to help them’, they said: ‘That is a sacrifice which we 
cannot make.’ 

In his reply Mr. Lloyd George ridiculed Sir A. Markham’s 

alternative (borrowed from Mr. Horatio Bottomley, at that time 
a very active patriot) of putting drinkers in the munition areas 
under military law, and thought that these men might prefer the 
alternative of paying a little more for their whisky. He admitted 
that one cause of drunkenness was the taking of alcohol on an 
empty stomach, and pointed out that he had made provision in 
the Budget to provide decent food, refreshments, stimulants, and 
accommodation in the munition areas. Answering a question 
from Lord C. Beresford Mr. Lloyd George promised to give com- 
pensation where public houses in these areas were closed. 
Mr. Peto raised the question of Income-tax reform, pointing 
out that all the debate that day had been technically on the 
Income-tax Resolution, though in four and a half hours no one 
had said a word about it. The Income-tax Resolutions were 
carried without opposition. 

Six days later the D.O.R.A. Bill, dealing with munition and 
transport areas, was discussed on the Second Reading, and, for 
the first time, the views of the Temperance Party on it were 
heard. Mr. Leif Jones said that with the great demand for labour, 
unsteady men, who would find the utmost difficulty in getting 
_ and keeping jobs in peace time, were now earning high wages ; 
consequently, they drank more than usual. Next day Sir John 
Simon brought in the Immature Spirits (Restriction) Bill, and 
announced that the Government had abandoned the increased 
taxes of 29th April. | 

It -was most unfortunate that the Chancellor should have 
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adopted the unusual procedure of bringing forward taxation pro- 
posals apart from the Budget and the statement of expenditure : 
for he thereby drew upon himself the fire of everybody who did 
not want these taxes, and could not reply that they were a 
necessary part of the financial provision of the year. It 1s 
dangerous to use the weapon of taxation for purposes disconnected 
with the revenue; in fact, a chancellor should follow the cynical 
maxim, ‘ Don’t marry for money, but go where money is’. Here 
the higher taxation of spirits could have been justified on financial 
grounds by the large recent increase in consumption. As a matter 
of history nearly all these proposals, which aroused such con- 
centrated opposition in the early summer of 1915, were carried 
out during the War without damaging the profits of brewers and 
distillers. At the end of the War spirits were taxed £3 12s. 6d. 
per proof gallon; beer was taxed £5 per barrel, and sparkling 
wine 12s. 6d. per gallon. Most of the resumed debate on 12th May 
turned on the Immature Spirits Bill and its effect on Belfast 
distillers. Twenty-three columns of Hansard are taken up by 
this discussion, and the House did not get back to the Budget 
until Sir F. Banbury rose to speak. When Sir Frederick first 
entered the House, Mr. Gladstone and the Liberal Party were 
horrified at a budget of £100 millions: ‘ Now the interest and 
sinking fund on the Debt at the end of the year would require 
£100. millions!’ He suggested economies in education, local 
government, and the assessment and collection of the Land 
Value Taxes. 

The most noteworthy speech in the debate came from Mr. Philip 
Snowden, whose Budget of 1924 is the last of our series in this 
book. He brought the House back to face the stern realities of 
war finance. The deficit, he said, was something like £800 millions, 
and the Chancellor’s statement made no proposals for meeting 
it; the present apparent prosperity was fictitious ; there was no 
real increase in the material wealth of the nation, but it was easy 
to give the appearance of prosperity if one was prepared to live 
upon one’s capital. It was, he said, important to keep up the 
standard of living of the working classes, therefore ‘ no part of the 
additional revenue ought to be raised by an additional impost or 
taxation upon the wage-earning classes’. Already, he argued, 
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they were paying for the War through the general rise in prices, 
and if their total spending power was £800 millions a year, the 
30 per cent. increase in prices would mean £180 millions. Indirect 
taxation was raising about £82 millions, of which the working 
classes were paying £65 millions, and this was ample in com- 
parison with the £150 millions contributed by income tax and 
death duties. Mr. Snowden thought that £800 millions a year 
might be got by taxation on the analogy of the proportion raised 
during the Napoleonic wars. Loans could only be raised in three 
ways: (1) in the foreign market, (2) out of savings not required 
for ordinary commercial purposes, or (3) from capital lying idle. 
Not one of the three was available. Mr. Snowden then quoted 
Dr. Chalmers and J. S. Mill as saying that loans under the 
conditions then prevailing were really a tax on the working 
classes. Turning to the alternative of taxation, he said that a 
tax on mineral waters would have a disappointing result. There 
was something to be said for a tax on wages ‘ if we were considering 
de novo the establishment of a system of taxation’, but he thought 
that it would only bring in a small sum. His own plan was to 
increase the Income Tax on the larger incomes, even up to 15s. 
in the £1, and he suggested that we ought to reverse our ideas of 
taxation and look not at what we take from a man but at what 
we leave with him. Mr. Snowden disputed the usual theory that 
taxation, whether in the form of income tax or death duties, is 
injurious or harmful to trade, and he quoted a sentence from 
McCulloch: ‘The more you tax a person, the more energetic 
you make him, because he works all the harder in order to HEED his 
income at the point at which it was before.’ 

_ Mr. Snowden went on to argue that the tendency of a very 
rich class with enormous spending power was to draw people 
away from productive work; therefore by taxing this class we 
prevented it wasting the work of the nation. He then referred 
_ to the special profits being made by certain classes in certain 
businesses, and quoted the case of Messrs. Spillers & Bakers, 
who had just announced great profits out of flour milling; he 
referred also to the very high rates of profit then being made by 
ship-owners, leather merchants, cloth manufacturers, and farmers. 
He declared that the farmer ought to pay on his. actual ‘profits 
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instead of one-third of his rent. Sir J. Spear defended farmers 
from the charge of profiteering, and suggested a tax on motor 
lorries, ‘ which are breaking up our roads and making the rates 
imposed by County Councils almost intolerable’ ; he also com- 
plained that the Local Government Board and the Board of 
Education were urging expensive and unnecessary building 
schemes on local authorities. 

Mr. J. M. Henderson twitted Mr. Snowden with making 
proposals which always exempted the working classes from 
taxation ; referring to the proposed taxation of war profits, he 
said it would be very difficult to define what profits were due to 
the War. Sir T. P. Whittaker regretted that Mr. Chamberlain 
had switched off the Budget discussion to the Liquor Duties 
when the House ought to be debating the expenditure. He 
answered Mr. Snowden’s quotation from J. 5. Mill by pointing 
out that Mill was then advocating his ‘ wages fund’ theory, 
which was afterwards proved to be a fallacy. Like other speakers 
Sir Thomas was anxious to stop expenditure on public works 
which would, he said, be wanted after the War when serious 
unemployment might be expected. 

Answering Mr. Snowden’s suggestion that the Income Tax 
should be raised to 15s. on big incomes, Mr. Lloyd George pointed 
out that the whole income of men with over £3,000 a year came 
to £220 millions, so that three-quarters of all that would only 
bring in £165 millions, and these people were already paying about 
£40 millions a year. The total income of the country.was assumed 
to be £2,400 millions, but the amount which passed under the 
review of the Income-tax authorities was only £1,150 millions, 
and the total upon which tax was actually paid was only £970 
millions. Mr. Lloyd George drew the conclusion, not necessarily 
accurate, that the balance of £1,400 millions represented the 
income of the people who received less than £150 per year. 

Before the War the national income probably did not reach so 
large a total as £2,400 millions ; but after nine months of war, 
and with the Government’s immense expenditure of borrowed 
money, the total was no doubt well above £2,400 millions: in 


1 The actual figures for 1915-16, as given in the Statistical Abstract, are 
£1,322,684,000 and £873,841,000. 
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fact, as the expenditure on the War increased, the nominal 
income of the country increased almost proportionately. Mr. 
Lloyd George asked Mr. Snowden how the Government was to get 
the cash unless everybody in the country contributed something : 
_ “I say that everybody ought to contribute something.” It was 
impossible during a great war to go to the vast majority and 
say, “ You need not give up anything’ ; he went on to say that 
men could make sacrifices of luxuries and comforts in a great war, 
* you can do it in a great war, and J think that this is the time for 
us to doit ; it will be kindness to us in the future ; there is a great 
appearance of prosperity just now: it is purely artificial ; we are 
living upon borrowed money exactly like the man who mortgages 
his estate’. Predicting a collapse soon after the end of the War, 
the Chancellor continued, ‘ If the nation is wise it will just look 
ahead, take advantage of this opportunity and lay by for that 
day when it comes’. 

After Mr. Lloyd George’s speech, which was really one long 
argument for a very different budget from that which he had 
introduced, Mr. Godfrey Collins put the case for more taxation 
tersely and forcibly in a contribution which only occupied one 
page of Hansard. The country, he said, would not appreciate 
sufficiently the economic effects of the War, ‘ unless taxation is 
raised and each man feels it in his own pocket’. There was a spirit 
of self-sacrifice abroad, and the Government ought to seize the 
opportunity. By pouring out millions of money for contracts 
the Government had created ample employment, high wages, 
and large profits ; yet it had failed to take a share of these profits 
or to increase taxation on the luxuries consumed by the working 
classes. The Chancellor had rightly stated that the financial 
resources of the country would be strained to the utmost in the 
later period of the War, and afterwards when the wreckage was 
being repaired: ‘Then would be the time to reduce taxation ; 

now is the time to increase taxes very largely ; every penny spent 
~ to-day on luxuries is economic waste. Turning to the Budget 
figures, Mr. Collins drew the inference that we were only raising 
£13 millions to pay for the cost of the War, or >, per cent. More- 
over, it was clear that the permanent debt charge would be 
increased by £60 millions, so that the present rate of taxation 


54 THE SECOND WAR BUDGET, MAY 1915 


must be increased sometime, and the sooner the better for all . 
parties. Mr. Collins agreed in the main with Mr. Snowden, but 
differed from him acutely on one point: ‘I think that we should — 
face a lowering of the income-tax limit ; we should increase the 
Income Tax and Super Tax; we should increase the taxes on 
tobacco, tea, and spirits, and we should increase the rates of 
estate duty.’ 

Mr. Goldstone put the same argument at greater length, and 
predicted that by neglecting the psychological moment of taxing 
heavily, the Chancellor had indefinitely postponed social reform 
after the War. 

Mr. D. M. Mason expressed alarm at the weekly additions to 
the currency note issues, which, he said, must raise the cost of 
living and increase the difficulty of financing our purchases from 
the United States; he also objected to the continual issue of 
Treasury Bills and the consequent growth of the Floating Debt. 
He suggested that the note issue should be entrusted to the Bank 
of England, and that the two gold reserves should be consolidated. 
The same suggestion was made by a committee of the British 
Association in the following September, and repeated in its final 
report at the Hull meeting on 13th September 1922. 

On the vote for the expenses of the Treasury (13th May) 
Mr. Chamberlain again called attention to the action of the 
Government Departments in forcing expenditure upon local 
authorities who were trying to economize. The Board of Educa- 
tion had been urging the London County Council to spend large 
sums in reducing the size of classes in many of the elementary 
schools. Earlier in the year the Treasury had written to the 
L.C.C. saying, ‘It is desirable that capital expenditure by local 
authorities in the United Kingdom should be restricted within 
their narrowest possible limits’ (25th February) ; .but the Board 
of Education refused to let the County Council modify their 
capital expenditure, which was consequently proceeding at the 
rate of a million a year. 
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The First Coalition Formed 


The crisis that led to the First Coalition now occurred. Mr. 
Asquith bought off the criticism of the Opposition Front Bench 
by admitting its occupants to office. To make room for the 
Conservatives Lord Haldane and other ministers were displaced. 
In the general shuffle Mr. Reginald McKenna succeeded Mr. Lloyd 
George at the Exchequer, with Mr. Montagu as Financial Secretary 
to the Treasury. On 14th June 1915 the Finance (No. 2) Bill 
passed its second reading without discussion. The Liberals who 
had been forced to surrender office were sore, and the rank and file 
of the party was broken and disheartened. One of them, however, 
plucked up courage to ask Mr. McKenna whether he meant to 
bring in ‘the revised Finance Bill foreshadowed by the late 
Chancellor’, and pointed out that the taxation imposed by 
Mr. Lloyd George since the outbreak of war was insufficient to 
pay even the interest on the War Debt. 

Meanwhile there were complaints of waste by the Government 
and by the War Office, excessive profits for contractors, and 
excessive wages for men, women, and boys working for the 
Government or its contractors. On the fifth Vote of Credit 
(for £250 millions) Sir F. Banbury, an independent Conservative 
who represented the City of London, called attention (15th June) 
to the practice of paying contractors a percentage on the total 
cost of their works, thereby encouraging waste of the tax-payer’s 
money. ; 

Mr. Russell Rea, a shipowner, speaking on the same day, pro- 
pounded the theory that the War ‘ will have to be paid for almost 
entirely out of the national income ; . . . the accumulated capital of 
the country is absolutely unavailable. The burden may be laid 
upon it afterwards, but liquid resources must be found for current 
expenditure. Practically everything has to be produced within 
__ the year, and has to be paid for within the year’. Mr. Rea referred 
to the large incomes, which so many people were now making 
in consequence of the War, and suggested that every Income-tax 
payer whose income was larger than last year should have half 
the increase impounded as a compulsory loan. Not a very drastic 
proposal! In the case of wage-earners, who were getting much 
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more money than usual, Mr. Rea proposed that the employer 
should be made to pay part of the wage in war-loan scrip or 
bonds, e. g. one-half of all wages above £3 a week. 

Mr. G. Collins, referring to the cost of the Napoleonic wars, 
pointed out that in those days we financed our Allies on the 
Continent ; but we did not attempt to maintain a great standing 
army, nor did we divert the productive power of the country 
into making munitions. . 

When the Finance (No. 2) Bill was considered in Committee 
on 16th June, Sir J. Walton said he was ready to pay the doubled 
Income and Super Tax, and expected before long that both taxes 
would be increased to meet the enormous expenditure; but in 
view of the great change in incomes brought about by the War he 
thought the three years’ average plan must work unfairly, and 
should give place to assessment on the income of the year. People 
who were making special war profits ought to pay a special tax. 
Mr. Snowden said that Mr. Lloyd George’s budget statement 
was remarkable because ‘ he made no proposals at all for meeting 
the heavy deficit in the national revenue’; he supported Sir 
Joseph’s suggestion, and was anxious to apply them to farmers, 
who were making ‘ enormous profits ’, and yet paid no income tax 
if their rents were under £480 a year. 

Mr. Montagu (Financial Secretary to the Treasury) replying 
to these two speeches said that for practical reasons he could not 
accept the proposal to abolish the three years’ average, but 
promised at a very early date to give Parliament a ‘ watertight 
proposal for getting at the extra income made during the War 
and for taxing it substantially ’.1 

Mr. Henry Chaplin, an old Tory squire, representing a class 
doomed almost to extinction by the upward progress of direct 
taxation as the war went on, pointed out that some incomes over 
£8,000 a year would be paying no less than 5s. 2d. in the pound ; 
this was a special burden on the owners of great estates, ‘ whose 
real income is infinitely smaller than that on which they are com- 
pelled to pay’. From this time onwards indeed there began such 
a change of properties as England had not seen since the Norman 


1 Hansard, 16th June 1915, p. 729. As will be seen later, this pro ] 
fully carried out by Mr. McKenna’s Excess Profits Duty. ea 
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Conquest. Landowners large and small in all parts of the country 
found themselves compelled to sell their estates in whole or in 
part. Many fine mansions became derelict or passed into the hands 
of new men—contractors, manufacturers, shipowners, &c., who 
_ had made fortunes out of the war. For many large crumbs fell 
from the table of public extravagance. Mr. E. Pollock raised 
a question often discussed by traders’ associations—the exemption 
from income tax granted to Industrial and Provident Societies, 
and argued that their exemption gave them the means of com- 
peting unfairly with other retail traders ; some of the Co-operative 
Societies, he said, were making large profits out of War-office 
contracts. Mr. Aneurin Williams sought to counter this argument 
by pointing out that nineteen out of twenty co-operators had 
incomes below the income-tax limit, and would therefore claim 
repayment of any tax paid by their Society. Much discussion 
followed on the clauses giving relief to tax-payers whose incomes 
had diminished as a result of the War. 

Before the Committee stage of the Second War Budget was 
finished the new Chancellor of the Exchequer brought in his 
war loan resolution,! which led to a general discussion on finance. 
Mr. McKenna announced a deficit of £184 millions between 
3lst March and 19th June, which made a total deficit since the 
beginning of 1914-15 of £518 millions. This deficit had been more 
than covered by borrowings amounting to £5974 millions, but the 
Chancellor now wished to reduce the Government’s liabilities to 
the Bank of England, mostly incurred after the outbreak of war 
when the bank made advances to accepting houses and others ? 
to meet bills and other liabilities. Already these advances had 
been reduced from £123 millions to well under £50 millions, and 
now the Government proposed to repay to the bank the money 
lent against those bills, in order ‘to leave the bank as free as 
possible to carry out its time-honoured duty of watching over the 
_ exchanges and protecting the country’s gold reserve’. 

At that time (21st June 1915) Mr. McKenna said the revenue 
was coming in at the rate of £732,000 a day, while expenditure 
was nearly three millions a day, leaving a daily deficit of £24 


1 21st June 1915. Hansard, p. 949. 
2 See Mr. Lloyd George’s statement, November 1914. 
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millions to be met by borrowing. It would be possible, but not 
expedient, to go on issuing Treasury Bills indefinitely. Such bills 
had a way of falling due at the least convenient time ; and through 
them ‘ we borrow banker’s money and not public money’. Here, 
then, was a change in Treasury policy; for Mr. Lloyd George 
had been anxious to secure bankers’ subscriptions to the First 
War Loan. The index number was rising fast. Already economists 
were beginning to discern the effects of inflation in the smaller 
purchasing power of the pound or ‘ Bradbury’. Again, a loan 
has ‘ a tendency (Mr. McKenna would not put it higher) to reduce 
expenditure and consumption’, because the investor would try 
to pay for his stock by saving. 

Accordingly the Second War Loan was proposed and sanc- 
tioned—44 per cents. at par, repayable at par in thirty years, 
but also redeemable at the Government’s option after ten years. 
By way of justifying so high a rate as 44 per cent. Mr. McKenna 
explained that the First War Loan was paying the investor just 
over 44 per cent. (allowing for the redemption bonus) and stood 
at a discount; the Treasury did not like so high a rate and was 
aware of the effect on other securities, but the money had to be 
raised and the success of the loan must be assured. Recognizing 
the injury to older securities and especially to the price of the 
First War Loan, Mr. McKenna offered special terms, or ‘ rights’ 
(as the Stock Exchange calls them), to the holders of the 34 per 
cent. Loan, Consols, and certain smaller Government Stocks, 
not including Irish Land Stock. If a holder of £100 old War Loan 
would subscribe for £100 of new Loan, he might ‘ convert’ his 
old stock into £95 of the new; and a holder of Consols, on applying 
for £100 of new Loan, could convert £75 of Consols into £50 of 
new Loan. These offers practically restored the First Loan to its 
issue price of £95 and Consols to their minimum price (under 
Treasury rules) of 664 (or precisely 66%); the real market price 
of a 23 per cent. stock was some points below 66}. Inter alia 
the Chancellor secured a big application for his loan because 
there were from £300 to £400 millions of Consols held otherwise 
than by Government Departments. 

By another innovation Mr. McKenna declined to fix any ais 
to subscriptions ; but perhaps the most interesting feature of the 
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issue was that the new loan carried its own ‘ conversion rights’ 
at par into any further long-dated loan (i. e. not Treasury Bills, 
and so on) which might be issued during the War. This concession 
excited some criticism at the time as being over-generous, but 
some such pledge was needed to prevent people withholding their 
subscriptions till they were sure that the last and cheapest loan 
was being issued. For a very long time, owing to the success of 
‘day to day’ borrowing, as in the War Bonds scheme, it looked 
as if there would be no Third War Loan, and the market price of 
the 44 per cents. fell much below par. But at last Mr. Bonar 
Law was obliged to float his 5 per cent. Loan, and so the ‘ rights’ 
attached to Mr. McKenna’s loan came into force, sending up the 
price to £100. 

Profiting by the experience gained over the 34 per cent. Loan, 
Mr. McKenna took pains to attract the small investor, who was 
invited to buy £25 bonds or £5 bonds through the Post Office. 
Further, there was an issue of War Loan Vouchers for 5s., or any 
multiple of 5s., through the Post Office; these vouchers carried 
interest at the rate of 5 per cent. (not 44) for every complete 
calendar month, odd days being ignored. 

The loan was a success, but the vouchers proved unpopular, 
only a small amount being raised in this way. 

Sir F. Banbury was alarmed at the idea of an unlimited loan, 
because ‘ it will be quite impossible for this loan to go to a pre- 
mium, and it must at once be at a discount’. Such a statement 
would be true of any ordinary issue, but with a war loan the spirit 
of patriotism comes in, so that Stock Exchange considerations, 
such as the rate of interest, do not exercise their usual influence. 

Mr. J. Mason thought that the tax-payer ought to be paying 
more of the War cost, especially as there were many people 
‘ receiving incomes far in excess of those they are likely to receive 
when the War is over’. He added an argument which ought to 
have influenced the Government at an earlier date: * Tax-payers 
as a whole are much more able now to bear increased taxation 
than they are likely to be at the end of the War, when we shall 
probably be in much greater financial difficulty.’ 

Sir T. P. Whittaker supported Mr. Mason’s demand for higher 
taxation in order to promote economy, and was alarmed at the 
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effect of something like a thousand millions of 43 per cent. 
Government Stock on other securities. Mr. T. Lough thought 
that the high rate of interest now offered was evidence that the 
Government had been mistaken in financing the War by loans 
rather than by taxes. Mr. G. Collins regretted that the Govern- 
ment had asked for this large loan without advising the House 
as to the increased taxation which would be necessary to pay the 
interest on it. By the end of March 1916 the interest of the 
National Debt would be £90 millions a year, but the late Chan- 
cellor had budgeted for £51 millions only. Mr. Collins also argued 
that the terms of the new loan and the conversion rights offered 
to holders of Consols and the First War Loan were needlessly 
generous. He urged that owners of raw material—iron, coal, 
é&c.—who had looked on the War as a cake to be sliced up, 
should pay back some of it in taxation. 

Mr. R. Horne raised the question of income tax and actually 
wanted the Government to give a guarantee that income tax 
on the interest on the new loan should never be raised above the 
current rate of 2s. 6d. 

Another speaker made some familiar but highly relevant 
quotations from Mr. Gladstone, who had said during the Crimean 
War: ‘the system of raising funds necessary for Wars practises 
wholesale, systematic and continual deception upon the people.’ 
Some years later, in 1862, Mr. Gladstone stated his strong convic- 
tion * that it is for the interest of labour, as opposed to capital, 
that as large a share as possible of war expenditure should be 
defrayed from taxes’. Mr. Gladstone’s declaration in favour of 
paying for wars by taxation instead of by loans has lost little 
if any of its force; but it is less clear now that labour gains more 
from the sounder policy than capital. Gladstonian England 
knew nothing of paper money and its effects, and that great 
financier would naturally think of the Napoleonic years, when 
taxation fell so heavily on the poor and the high price of corn 
raised the incomes of landowners. But in the war of 1914-18 
landowners were not allowed to raise their rents even to balance 
their increased expenses, while income and super tax absorbed 
nearly all their margin of free income. On the other side labour, 
with its new political power, exacted higher wages to meet the 
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rise in prices, and paid little taxation except on alcohol, tobacco, 
sugar, and tea. Consequently, the Gladstonian views should not 
_ be applied to twentieth-century war finance without allowance 
for the changed political and currency conditions. 

The main burden of the War costs fell on the propertied classes, 
including old people who had retired on their savings or pensions. 

In his reply Mr. McKenna defended the terms of his loan from 

_the charge of excessive generosity, and argued that conditions 
applicable to a loan of £50 millions did not apply to one of £500 
millions. There was no experience of so gigantic a sum, and all 
that his most experienced advisers could say was that he must 
offer better terms than 4} per cent., because the investor could 
gel; 44. per cent. on the old loan. No one had pointed out that the 
offer to Consol-holders wiped out one-third of the capital liability. 

Dealing with objections to an unlimited loan, the Chancellor 
said that he did not expect or want to get £1,000 millions, but if 
he announced that limit and did not get it, people would say that 
the loan was a failure. He admitted that more taxation would 
have to be imposed soon ; but for the moment he was only con- 
cerned to make the loan a success. A small change was made in 
the resolutions in order that Treasury Bills might also be con- 
verted, and they were duly passed. ; 

Next day the second reading of the War Loans Extension Bill 
gave rise to an interesting discussion. Mr. G. Collins again 
argued that the Government ought first to have brought in a bill 
to increase the revenue. He objected to the uncalled-for generosity 

of the conversion rights offered to holders of Consols and of the 
34 per cent. War Loan. Mr. Russell Rea thought that such 
criticism did not apply to a bill of this magnitude ; the Chancellor 
was not appealing to any great extent to the money market, 
which he had drained by Treasury Bills. Mr. McKenna had to get 

his money ‘out of the actual year’s income of the country’. 

_ Mr. Rea, therefore, was rather against raising money by taxation, 

though he would like some kind of compulsory loan. Sir T. P. 
Whittaker preferred increased taxation to a compulsory loan, 

because ‘ you will not be able to compel subscriptions to the 


1 £50 44 per cent. Loan for £75 for Consols. Consols are not what is usually meant 
by a capital liability ; they are irredeemable annuities of £2 10s. Od. 
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War Loan from the same class of people that you could obtain 
money from by taxation’; besides ‘ taxation will compel thrift’. 
Answering complaints roaile on behalf of small people who had 
no more money to invest, Mr. McKenna pointed out that they 
could sell half their holding and convert the rest ; moreover, 
the prospectus had already sent up the market price 68 the 34 per 
cent. Loan. Conversion rights were deliberately given ‘ to make 
the person who converts subscribe’. Later, interrupting a member 
who complained of the terms offered to Consol holders, Mr. 
McKenna stated that there were only some £300 millions of 
free Consols. Sir W. Byles complained that the Government was 
trying to throw the cost of the War on posterity, whereas taxation 
would bring home to the nation the gravity of the situation. 
He quoted a writer (unnamed) who prophesied that some future 
generation would rise against the debt and repudiate it: ° If 
you make the debt big enough, that is a very likely thing to occur 
one day.’ The statement was greeted with laughter, yet in 1917 
Mr. Bonar Law as Chancellor of the Exchequer was receiving 
sympathetically Mr. Sidney Webb’s deputation in favour of a 
levy on capital, which implied a partial confiscation of the debt. 
After some further discussion the Loan Bill was read a second 
time. 

On 29th June a new clause, exempting Assurance Companies 
from income tax on the income from ‘ the investment of the foreign 
life assurance fund ’, was justified by Mr. McKenna on the ground 
that a company would either lose its foreign business to untaxed 
rivals or would separate the foreign from the home business, when 
the Chancellor would lose all the income. 

Mr. Peto wanted to exempt interest on advances by bankers 
from income tax whether made for twelve months or for a shorter 
time; Mr. Montagu pointed out that the law already allowed 
deduction of interest on overdrafts for business purposes, and 
promised to consider the point before the Report stage. A little 
later Mr. McKenna made the desired concession in order to 
encourage people to subscribe to his 44 per cent. War Loan out 
of money borrowed from their bankers. 

In the pursuit of his crusade against the Land Value Duties, 
which was to achieve success after the War, Sir F. Banbury 
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proposed to suspend the valuations under the Finance Act, 1909- 
10, reminding the Committee that the Undeveloped Land Duty 
and the Reversion Duty were temporarily in abeyance; yet 
valuation was costing £550,000 a year and bringing in only 
- £50,000. Mr. McKenna argued that he could not get rid of his 
officials as they were engaged on valuation. Nearly all the 
valuations had been done, though not completed. Mr. Chaplin 
objected to this valuation work as costly and useless. He men- 
tioned that many of the valuations had been upset by a decision 
-of the Courts ;1 and complained that Mr. Asquith and Mr. Law 
were preaching economy ‘while their colleagues refused to 
practise it’. Mr. Outhwaite denounced this as a breach of the 
Party Truce; he complained also of the restrictions upon labour 
and upon liberty of speech under D.O.R.A. Mr. J. A. Pease 
and Mr. Sanderson thought that some of the 600 valuation staff 
might join the colours or work in other departments. Sir G. 
Toulmin and Mr. Raffan joined the protest against scrapping the 
Land Valuation Department. Other members, who had been 
recruiting, said they had found the retention of young men in 
Government offices a hindrance because other young men com- 
plained of their exemption. All that the critics got from the 
Chancellor was a vague promise to transfer men when he could. 
A new clause was then moved by Mr. D. M. Mason, which would 
have stopped the further issue of currency notes and have 
redeemed them all within twelve months; he recalled Mr. Lloyd 
George’s statement in August 1914 that these notes were an 
emergency matter and would be retired when the occasion for 
them had passed. The increase of the currency (the note issue 
was now £45-8 millions) had helped to raise prices and to depress 
sterling exchange by encouraging imports: the Bank of England’s 
rate was powerless to correct the exchanges so long as the 
Treasury was pouring out paper money at the rate of half a 
million a week. He fortified his argument by quotations from 
Bastiat. Mr. Montagu replied that these were irrelevant because 
they ‘ dealt with inconvertible paper money while we are now 
discussing paper money which can be exchanged into gold’. 
The reserve of £28 millions was there ‘to meet these notes’ ; 


1 Scrutton J. in I. R. Com. v. Smythe. 
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prices had risen ‘ by the tremendous inflation of credit which had 
been necessary to tide over the financial crisis’. The official 
argument was countered by Mr. Hogge, who quoted Mr. Lloyd 
George’s ‘ Paper Bridge’ speech on the dilution of the German 
currency, which the ex-Chancellor called ‘ an indirect method of 
levying taxes upon the income of the people’. When Mr. Hogge— 
added that the gold reserve could not in fact be drawn upon 
Mr. McKenna denied the assertion.1 ; 

By this time the Tariff Reformers and Protectionists, encour- 
aged by the advent of their leaders to office, were beginning 
to get busy. Mr. Butcher induced the Chancellor to accept a 
clause which gave an allowance of 2d. per pound to exporters 
or manufacturers of tobacco grown in the United Kingdom. Then 
came the champions of the liquor interest. Two clauses were 
added on the suggestion of Sir G. Younger, one reducing the 
Hotel Licence Duty and the other reducing the ordinary Publican’s 
Licence Duty where sales had been restricted by the War.? 

While the Finance Bill was being reported the War Loan 
Extension Bill passed its Third Reading. Then some discussion 
arose on a bill authorizing trustees to borrow for the purpose of 
converting their Consols, &c., into Mr. McKenna’s 44 per cent. 
War Loan. This was very hasty legislation, against which Sir 
W. Byles and Mr. King protested. Other Members did not like 
encouraging trustees to borrow in order to get a speculative gain, 
but the Bill passed its First and Second Reading on 29th June, 
and its Third Reading next day. 

The Finance Bill came up for Third Reading on 14th July, 
when Sir J. Walton, in opening the discussion, congratulated 
Mr. McKenna on the success of his war loan, to which £585 
millions had been subscribed already by over a million persons. 
He complained of the unequal incidence of the three years’ average 
for income tax. While the South Wales steam coal had been 
bringing in large profits, the north-east coast collieries had been 
carried on at a loss owing to pre-war contracts and the enlistment 
of miners. He wanted the ‘ preceding year’ as the basis of war 


Later Mr. Hogge’s assertion proved to be true; indeed Mr. McKenna stated the 
facts himself in his speech at the Midland Bank on 25th January 1925. 

? It is noticeable how all through the war Membors of Parliament fought to except 
their own trades from taxation or to defend their private interests or profits. 
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taxation. He dwelt on the need for additional taxation ; surely 
£68 millions of new revenue towards an expenditure of £1,293 
millions was quite insufficient. ‘ No tax-payer ought to be allowed 
to enjoy additional income owing to the War.’ An ‘ Excess Income 
- ‘Tax’ ought to be imposed on every tax-payer during the War, 
with an allowance of one-fifth for the increased cost of living, 
and with ‘a war tax on the wage-earning classes who earned 
more than a living wage’. 3 
| Mr. Gordon Harvey, a worthy representative of the Cobden 
and Bright school, expressed the opinion of many independent 
Liberals by declaring that he was ‘ greatly disappointed with this 
Finance Bill’. There ought to have been ‘ boldness and prompt- 
ness of action’. Why, he asked, were there no new taxes? He 
could not understand Mr. Lloyd George’s point about the length 
of the War (whether it would last six months or twelve months) 
because, at the time when he spoke, no adequate provision had 
been made for the liabilities that had then been incurred. He 
begged the Chancellor to ‘ mature his plans for extra taxation’. 
Mr. McKenna had urged thrift and economy; ‘I ask him to 
add the spur of necessity.’ Many people did not feel the War ; 
we were using savings as income; ‘the economic life of the 
people is, after all, quite easy’. Mr. Harvey had also noticed with 
regret ‘the very unedifying scramble going on for the money 
which the Government is showering so lavishly abroad. Claims 
for commissions, expectations, and demands for high profits 
were rampant’, and, whenever something was to be done in the 
national interest, compensation was asked for. ‘Now we are 
inundated with demands for war bonuses—to my mind a most 
hateful term.’ War time should be ‘a time of sacrifice, a time 
for unpaid and unstinted labour’. He had already suggested 
that the Government ‘should boldly appropriate the surplus 
incomes that are being made’; he wanted a tax on them; a 
mere tax on contracts would not do. The Income Tax, too, 
‘should be examined straight away by the long-promised Commis- 
sion and should be more fairly assessed ; it might be * taken down 
to a much lower scale, with relief from indirect taxation in return’. 
After the destruction caused by the War ‘ that nation will emerge 
with most hope and clearest prospects, which most boldly faces 
1569.57 v 
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the expenditure now’. A speech morally exhilarating in an 
atmosphere charged with growing corruption and the greed of 
money making. 

Mr. Molteno, who belonged to the same school of political 
thought, supported Mr. Gordon Harvey’s plea for special taxation 
at a very early date. The amount of taxation in the Finance 
Bill was inadequate, being much less than the proportion raised 
in the Napoleonic, Crimean, and South AfricansWars. Hitherto 
tax revenue was only about enough to meet the increased interest 
charges without any allowance for pensions and other post-war 
liabilities. In May Mr. Lloyd George had prepared the House for 
fresh taxation by saying that we must get a very much larger 
contribution from the income of the country ; ‘I think every one 
was ready for it.’ There is no question, Mr. Molteno added, * that 
the country to-day can bear increased taxation infinitely better 
than it will be able two or three years hence’. While welcoming 
‘the note of economy’ which the new Chancellor had struck on 
coming to the Exchequer, Mr. Molteno regretted that the sums 
to be spent by the Army and Navy had been represented by 
token votes of £15,000 and £17,000, so that the greater part of 
this gigantic expenditure had been ‘ withdrawn from the control 
of this House’. He wanted to give the Army and Navy all that 
they needed, but still to have accounts kept as in a business. 
Undoubtedly there was great extravagance shown, for example, 
in the wastage of food in the camps at home and. abroad. One bit 
of practical economy suggested by Mr. Molteno was that M.P.’s 
serving with the forces should not draw two whole salaries ‘ when 
they can only discharge one duty’. Our free-trade system, he con- 
tinued, had stood the strain of the War far better than the 
protectionist systems of our Allies and enemies. France, Russia, 
Germany, and Italy had been forced to take off their food taxes, 
but our taxation was yielding more than the estimates ; whereas 
their tax revenues were falling. 

Mr. Godfrey Collins, quoting Mr. Lloyd George’s reference to 
Pitt, drew a contrast between the effort made then and now. 
He challenged the policy of the Government in continuing to 
withdraw men from the productive industries such as the coal, 
iron, and steel trades. He thought that the Treasury ought to 
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control the policy of the War Office and the Admiralty, because 
war policy must ultimately be determined by finance. Early in 
the War credit was inflated; the cry of ‘ business as usual’ 
encouraged the public to spend freely and thus to buy unnecessary 
_ things from abroad. He thought the Bank of England’s lending 
scheme in connexion with Mr. Lloyd George’s 33 per cent. Loan was 
unsound, because it led a man to lend what he did not possess, it 
‘created false credit’. The terms of the loan were too generous, 
hence Mr. McKenna had to offer a still higher rate of interest, 
and conversion rights as well; Mr. Collins reckoned the rate to 
holders of the 34 per cent. Loan at £5 4s. 9d. Instead of enforcing 
its economy precepts by taxation the Government ‘ was allowing 
the country to live in a world of financial delusion’. In a time 
of high profits and big wages the Government should increase 
taxation, so that returning soldiers would not have to pay war 
taxes: again, taxes should be high during a period of inflation, 
so that they could be lowered when bad times arrive. 

Mr. McKenna, who may not have enjoyed defending a Budget 
for which he was not responsible, made rather a weak reply to 
these criticisms; he could only say that the new taxes were 
raising £68 millions in the first year of war. He was not inclined 
to lower the point of total exemption from income tax, because the 
cost of collection would be too high—a poor argument; for the 
cost would have been small in comparison with that of collecting 
indirect taxes on commodities. He professed to think that the 
amount of military waste was exaggerated, and in any case the 
Treasury could not control the War Office. 

After this, the most unsatisfactory Finance Bill of the War 
passed its Third Reading without change. 


Criticism of the Second War Budget 


This Budget in fact hardly deserves the name. It was no more 
than a balance sheet. Mr. Asquith’s Liberal Administration was 
indeed tottering while it was being framed, and fear of provoking 
Opposition criticism dominated the situation. So the taxes 
which should have been imposed to reduce the deficit and rouse 
the country to a sense of the financial necessities of the War were 

F2 
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conspicuous by their absence. The interim Budget of 17th Novem- 
ber 1914 had been accepted as a useful makeshift, which at least 
did something towards increasing the revenue ; when the first 
regular war Budget was introduced at the beginning of the financial 
year, old taxes should have been raised and new ones devised 
both to enlarge the revenue and to check the luxurious or even the 
avoidable expenditure of non-combatants. Even worse perhaps 
than the failure to tax was the failure to check the extravagant, 
useless, and often corrupt expenditure of public money by 
multitudes of new offices and officials. 

In the first weeks of war there had been an almost complete 
cessation of certain kinds of business, and it looked as if the 
general disturbance of trade would lead to serious distress and 
unemployment; indeed, the Prince of Wales started a special 
fund, to which large sums were subscribed, for the express 
purpose of meeting this distress and assuaging working-class 
discontent. As things turned out, unemployment dwindled 
rapidly, volunteering was on a huge scale; after a few months 
the demands of the fighting forces for matériel were so great that 
every one who wanted work could find it; and many who had 
never worked before flocked into the munition factories under the 
combined stimulus of patriotism and high wages. At the same 
time the money income of the country increased, because each 
successive war loan, with the smaller sums obtained every week 
from the sale of Treasury Bills and so on, quickly broke up into 
wages, salaries, and profits. Consequently the country was far 
more able to bear taxation than any one would have imagined 
before the War broke out or even during the earlier weeks of 
fighting. Moreover, this war differed from other wars, such as 
those with France a hundred years earlier, because the fighting 
was being carried on not by a small professional army of a few 
thousands but by young men in millions from all classes of 
society who had never dreamt of becoming soldiers. Therefore 
it was especially the duty of non-combatants, living in safety 
and comparative comfort at home, to make heavy contributions 
to the tax-gatherer. Most of the newspapers, yielding to the 
Administration, armed as it was with the Defence of the Realm 
Act, found safety in approval of all that was done, or in silence. 
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But the Economist of 8th May commented severely on the 
contrast between Mr. Lloyd George’s speech and his perform- 
ance. 


When a Chancellor of the Exchequer in the greatest and gravest of 
national emergencies paints in true black the vast gulf that divides the 
revenue of the Government from its expenditure, and then points out how, 
by taking less of the national income than was taken by the Government 
at the end of the Napoleonic wars, this chasm can be filled up—when 
he calls upon all classes and parties for a united effort we expect some- 
thing. 


But Mr. Lloyd George suddenly ‘ dropped his voice’, and said 
the Government proposed to do nothing at present. ‘ Mr. Lloyd 
George has a reputation for pathos. He is now in danger of 
winning one for bathos, especially if the overdue taxes on wine 
and whisky are also to be dropped, after so many weeks of 
anxious cogitation. In saying this we do not wish to detract at 
all from the usefulness of the speech.’ It would at least enable 
* those who have any head for finance at all’ to appreciate the 
dimensions of this awful calamity. 

At first something was heard of the soothing doctrine that 
the War was being waged for ‘ the benefit of posterity’, so that 
posterity might fairly be asked to pay for it. Few people under- 
stood, at the beginning, the economic law which had been pointed 
out nearly thirty years earlier. by the American economist Adams 
in his work on Public Debts, that wars are in a sense paid for 
while they are being waged and cleared up; armies do not wear 
uniforms made from the wool of sheep yet unborn, or eat the 
bread from next year’s harvest. Apart from the insignificant 
stores of clothing, arms, and ammunition which Governments 
possess at the beginning of a war, everything consumed by an 
army has to be produced from day to day as the war goes on. 
After some months it became evident that the device of borrowing 
_did not in fact relieve the nation of economic embarrassment. 
On the contrary, when the existing stocks of food, clothing, and 
so on, began to be used up, prices started to rise; for there was 
more money in the pocket of the ordinary citizen and there was 
less for him to buy ; so the result to those living on fixed incomes 
was much as if an income tax of several shillings in the pound 
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had been imposed on all incomes without exemption or abate- 
ment. Nor did the owners of property escape, especially if their 
property was in form of securities, whether mortgages, government, 
and municipal loans, debentures or preference shares of com- 
panies, whose interest did not rise as the purchasing power of 
money declined. To put it in another way the real value of each 
pound of security sank as prices of commodities .rose, and the 
market value of fixed interest yielding securities declined under the 
competition of war loans, which came out at continually higher 
rates of interest. 

Every consideration, therefore, pointed to a large increase 
of taxation at the beginning of the financial year 1915-16. The 
defeat of Mr. Lloyd George’s proposals to raise the duties on 
spirits, beer, and wine made the House of Commons a partner in 
the discredit attaching to his Second War Budget, though these 
duties were not proposed so much for the purpose of raising 
revenue as of checking consumption and enforcing sobriety in 
the munition factories. When a Chancellor of the Exchequer 
means to increase taxation he generally brings in his Budget 
at the earliest moment in the financial year so as to prevent 
evasion and secure the highest possible yield. As the whole of 
April passed without a Budget, critical observers began to suspect 
political difficulties ; but few were prepared for a Budget which 
left taxation, apart from some insignificant changes such as the 
special duties on immature spirits, exactly where it had been left 
in the previous November, although estimated expenditure had 
grown from £450 millions to the staggering total, as it then 
seemed, of £1,133 millions a year. This postponement of taxation, 
we may repeat, accompanied as it was by a depreciation of the 
currency, acted as a concealed income tax; and the floating of 
war loans, when they were not subscribed out of genuine savings, 
acted as a levy on most kinds of capital. 

From the speeches made during the debate in the House of 
Commons it is clear that Parliament was ready to grant the 
Government large additions to its resources from taxation. 
Speakers were evidently alarmed, first at the growth of expendi- 
ture, secondly at the increasing weight of the War Debt, and 
thirdly at the certainty of a large and permanent increase of 
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taxation after the War in order to meet the interest on the debt: 
Many useful suggestions were made during the debate, but it is 
curious that such severe denunciation of the proposed taxes on 
spirits, beer, and wine came from two future Chancellors, who 
were destined to raise these duties to an unprecedented 
height. 

Opinion was evidently hardening in favour of a special tax 
on war profits, though no one could say precisely how war profits 
were to be distinguished from profits secured through a natural 
extension of a business, or the coming into play of capital expended 
before the War. But clearly any person whose income had grown, 
for any reason, since August 1914, was able to pay far more than 
the normal rate of income tax on the amount by which it exceeded 
his pre-war income. Many members of the House of Commons 
were pressing in these debates for special interests. Even members 
of the Labour Party made it their business to object to any increase 
of taxation on the wage-earners. Mr. Snowden’s suggestion that 
a farmer should pay on his actual profits, instead of on the 
ridiculous basis of one-third of his rent (which exempted a man 
paying a rent of £475 per annum even if he made a thousand 
pounds or more clear profit), was adopted by Mr. McKenna four 
months later to the extent of taking the whole rent as a basis. 
In 1918-19 Mr. Bonar Law raised the basis to twice the rent or 
annual value, but in 1922 Mr. Chamberlain restored the basis 
which had prevailed from 1915-16 to 1917-18, a reduction 
justified perhaps by the fall in prices and consequent decline of 
farmers’ profits. 

Mr. Snowden’s quotation from McCulloch on taxation as a 
spur to hard work applies just as much to a wage-earner as to 
any one else. In time of war and inflation all classes should be 
forced to contribute as much as possible to the revenue. The 
profiteering classes should be specially taxed, for their existence 
is a menace to the community in two ways. First, money making 
in war causes envy, ill feeling, and a sense of injustice among the 
less fortunate, and especially among soldiers. Secondly, it 
creates a powerful and corrupt interest, which obstructs as 
unpatriotic all peace proposals however reasonable and all efforts 
to end a war by diplomatic means. A more odious spectacle 
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than that of titled or title-seeking newspaper proprietors and 
stay-at-home profiteers, falsifying news, shouting for the knock- 
out blow and hounding others to the front, has never been beheld 
in England. They must be distinguished from the brave honest 
English country gentlemen who for the most part believed that 
the war was unavoidable and must be fought to a finish, and believ- 
ing this, sacrificed their lives and their estates, seeking no advan- 
tage from the national calamity. 


CHAPTER IV 
THE THIRD WAR BUDGET, SEPTEMBER 1915 


Tse formation of a Coalition Government had served its 
immediate ‘purpose—that of covering up the mistakes and mis- 
fortunes of the disappointing campaigns in Belgium, France, and 
Gallipoli, which might otherwise have been visited on Mr. Asquith 
and all his colleagues. But this sudden abandonment of the 
Party System carried with it many other consequences. So soon 
as the responsible critics of a formidable Conservative Opposition 
were incorporated in the Government, effective criticism in the 
press and on the platform was almost silenced, the daily news- 
papers at that time being managed or easily controlled by one 
party or the other. A few independent publicists still had means 
of expression; but they too were speedily made aware of the 
changed conditions, and for the first time a free people unused to 
servitude felt the full consequence of the Defence of the 
Realm Act in muzzling opinion and suppressing unpalatable 
truths. The Habeas Corpus had been indirectly suspended. 
A Press Censorship was established. The way was being prepared 
for conscription and for other extraordinary invasions of personal 
rights and private liberties. | 

Another important and unhappy consequence of the Coalition 
was the moral confusion into which British politics and parties 
were plunged. The War had already provided Mr. Asquith with 
a reason for refusing effect to the provisions of the Act which had 
given Home Rule to Ireland. This led to bitter discontent, 
sedition, and eventually to civil war. But most of the Unionist 
leaders were also Tariff Reformers; and by some intellectual 
process Mr. Asquith and his colleagues arrived at the conclusion 
that gratitude to their opponents for joining them in office required 
something more positive than abstention from Liberal measures. 
A definite and really sensational sacrifice of principle was therefore 
decided upon. It was intimated to Mr. McKenna, the new 
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Chancellor of the Exchequer, that he would be expected to make 
a breach in the free trade system in his very first Budget. Mr. 
McKenna proved accommodating. Hitherto a rigid and undeviat- 
ing free trader, active in hunting down protectionist heresies, 
he agreed to gratify his new colleagues on condition that the 
protectionist duties should be imposed solely for the duration 
of the War and that they should be ostensibly for the double 
purpose of saving ship space and discouraging the purchase of 
foreign luxuries. The effect of these and other flagrant violations 
of old Liberal principles ultimately shook public confidence in 
public men and reduced the Liberal Party to a state of impotence. 
Betrayed by leaders and bereft of battle cries, its representation 
in Parliament sank so low that in 1919 the leadership of the 
opposition passed to the Labour Party. 

After the War was over, some of the Liberal Ministers involved 
in this transaction and in the so-called Paris Resolutions advanced 
(as we shall see) still further into Protection and Imperial Prefer- 
ence; others drew back and implored their supporters to believe 
that their devotion to free trade, free speech, free service, public 
economy, and other fundamentals had only lapsed during the War 
and had now revived in full force. But these professions, however 
sincere, failed to regain the confidence of the electorate, to whom 
a clean and consistent record is the one outward and visible sign 
of political integrity. The moral position of the Unionists, who 
later on, after fighting Home Rule for over thirty years, helped 
Mr. Lloyd George to establish the Free State of Southern Ireland, 
was not much better; and this great party was also destined to 
come to grief over the tariff under the leadership of Mr. Baldwin. 

War indeed is a testing time for public characters. But 
while it lasts the common people have very little to say, and have 
few means of forming a judgement. In the summer of 1915 the 
strain was becoming more and more severe. Fresh liabilities and 
commitments were being made in all parts of the world, and the 
strategy of economizing effort or husbanding the resources of the 
nation in either men or money was discountenanced. The idea of 
sacrificing everything to victory appealed to sentiment. 

Few reflected and still fewer dared to say that reckless pro- 
fusion and the dissipation of effort on distant enterprises, which 
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could not be decisive, might prolong the War and endanger 
rather than promote victory. A minority, including the Chan- 
cellor of the Exchequer, held this unfashionable opinion ; and 
a still smaller minority, which afterwards found a powerful 
advocate in Lord Lansdowne, was beginning to put forward the 
view that peace should be sought by diplomatic means, seeing | 
that a struggle like this might easily end in the dissolution of 
society through the destruction of its economic fabric. Perhaps 
some of those who argued for peace on economic grounds were 
really pleading for the lives and limbs of the young soldiers who 
were being sacrificed now by thousands every week. 


A Private Economy Campaign 


Having failed to use taxation as a means of enforcing economy 
among non-combatants in these islands, and having refused the 
suggestion that they should set an example by voluntarily reducing 
their own salaries, Coalition Ministers and Members of Parliament 
fell back from example to precept, and started a campaign to 
inculcate thrift and private economy. They also agreed to give 
up political meetings during the War and to avoid contested 
by-elections by giving the nomination in each case to the party 
of the deceased or retiring Member. At the same time they turned 
their registration agents into recruiting officers, and thus broke 
up the ordinary machinery of party warfare besides saving 
expenses. | 

On 29th June 1915 the economy campaign was formally 
started by a big meeting in the Guildhall. at which the Prime 
Minister admitted that the War was costing the country three 
millions a day while the revenue from taxation was less than 
£750,000. The primary purpose of this meeting was to give the 
War Loan a good send-off. Mr. Asquith declared that the only 
criticism of the loan was that its terms were too generous. For 
the first time in British history every advantage given to the big 
capitalist was given to the small investor. Mr. Bonar Law warned 
men who controlled large accumulations of capital that the 
State needed money, and ‘ By one means or another, if the money 
is there, the State will have it for national needs’. Mr. Asquith 
referred to the pre-war calculations that the country used to save 
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from £300 to £400 millions a year ; now it was spending £1,000 
millions a year on war. Hence it was necessary to economize 
by reducing all unnecessary expenditure on tea, tobacco, wine, 
sugar, petrol, and other imported articles, as well as on beer 
and other home-made goods. The advice was relevant and 
necessary, but unfortunately the Government had so acted that 
it was encouraging the consumption of these things, because by 
putting so much more money in circulation it had encouraged 
the spending habit which should have been restricted by taxation. 
Members of the House of Commons indeed were much to blame ; 
for they had just turned down Mr. Lloyd George’s proposals for 
the increased taxation of intoxicants, which would certainly 
have been a step in the right direction. 

Frequently during the War, and for a year or two after it, 
the House of Lords provided a forum for the discussion of im- 
portant national questions which the House of Commons seemed 
reluctant to touch. On 6th July Lord Midleton gave a lead to 
the elected House by moving that in view of the necessary 
expenditure on the War * it is incumbent on His Majesty’s Govern- 
ment to take immediate steps to reduce the civil expenditure of 
the country’. He said that we were in this War, as in earlier 
wars, * the bankers of the Allies and of our own Dependencies’ ; 
hence the Government ought to exercise the utmost economy in 
the peace services. He quoted the Prime Minister’s statement of 
15th June showing that the total amount of debt would be £1,293 
millions by the end of March 1916. New taxation promised an 
increased revenue of only £60 millions, whereas the War Debt 
alone would require £58 millions a year, even if War conditions 
ended next March. There would also be nearly £19 millions for 
pensions, so that these two items alone would cause a post-war 
deficit of £17 millions. This was a favourable estimate; for it 
assumed that all the War taxes would continue to come in, that 
all the advances to Allies and Dominions would be repaid, and 
that the War expenditure would end with the fighting. 

In ten years, the ex-War Secretary continued, our Peace 
expenditure had risen from £142 millions to £207 millions, and 
our local expenditure from £87 millions to £134 millions, a com- 
bined increase of £112 millions. Was all this necessary ? Lord 
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Midleton pointed to the trebling of the Civil Service estimates 
in the last twenty years, and asked if we could really afford an 
extra ten millions for education. Turning to Health Insurance 
he suggested that the money paid in actual cash benefits amounted 
to not more than £5 millions a year, though the total cost was 
between £7 and £8 millions, ‘and you are paying for staff and 
buildings £3 for every £5 that you pay to the people whom you 
wish to benefit’. He then analysed the cost of various offices 
such as the Home Office and the Board of Trade, whose expenditure 
had risen from £296,000 to £716,000 and suggested that the 
increase in the number of factory inspectors from 50 (costing 
£23,000) to 223 (costing £79,000) was excessive. The cost of 
public buildings had grown in a similar proportion (from £1-8 
millions to £4 millions), and Lord Midleton could see no reason 
for spending £250,000 for Labour Exchanges in a year when there 
was practically no unemployment. 

Lord Midleton did not follow the usual practice of demanding 
economy in general without suggesting particular methods of 
saving : he proposed to reduce the loss (£14 millions) on telegrams 
by raising the minimum to ninepence and restricting the abuse of 
‘ Government’ telegrams ‘ ranging from 200 to even 800 words .. . 
containing information which could easily be transmitted through 
the post’. Other savings might be found in the reduction of the 
penny post from 4 ounces to one ounce, or in a weight limit for 
the newspaper post. Many of these suggestions were afterwards 
adopted, and Lord Midleton went on to say that ‘it is the small 
economies of unimportant persons which build up the national 
wealth’. He begged the Government not to propose a Commis- 
sion ‘or any dilatory procedure of that kind’, and offered to 
find a Committee of Peers who had been in the public service to 
effect savings between then and Christmas amounting to between 
five and ten millions a year. He ended with a true prophecy : 
‘ After this War there is bound to be a reaction: you will never 
have a moment which is so favourable to action as the present.’ 

Replying for the Government Lord Lansdowne agreed with 
nearly everything that Lord Midleton had said, and admitted that 
his criticisms were approved of on both sides of the House ; but, 
he added, ‘ with the outbreak of a great war the floodgates of 
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extravagance are opened wide’. Lord Lansdowne computed 
that the new taxation would yield £68 millions in the current 
year and £72 millions in 1916-17, fifty millions coming from 
Income and Super Tax. He promised special machinery to 
investigate the expenditure of the spending departments. 

Lord St. Aldwyn followed with a complaint, often to be 
repeated, that for the last six months the House of Commons 
had not attempted any effective criticism of expenditure. He 
told the House how the Education Department, six months 
after the outbreak of war, ‘ actually endeavoured to compel the 
London County Council to spend a million a year on new class- 
rooms’. Fortunately the L.C.C. rebelled, and with the support 
of the Committee on Public Issues of Capital, of which he was 
the Chairman, knocked that proposal on the head. Turning to 
Lord Lansdowne’s reply he said that the figures for 1916-17 were 
fallacious, because if the War went on we should have to meet 
further war expenditure ; even at the end of next March the new 
revenue would be, as Lord Lansdowne admitted, insufficient to 
pay interest on the War Debt. 

Referring to earlier wars the ex-Chancellor showed that he 
had raised one-third of the cost of the Boer War in three years 
by taxation, and ‘ was criticized by some members of the present 
Government for not having raised enough by taxation!’ Mr. Pitt, 
he thought, was most unwise in not raising any part of the cost of 
the French wars during the first six years; but that policy was 
then happily altered. Last year, too, the Government was very 
much to blame * in not at once, when the War began, imposing 
additional taxation to meet part of the cost’; he disagreed with 
the theory that taxation would interfere with the success of the 
War Loans: ‘I never found that new taxation interfered with 
the success of the loans I had to raise.’ 

After criticizing Mr. Asquith’s government for remitting so 
much indirect taxation before the War, Lord St. Aldwyn added 
that in some quarters he found ‘ almost a desire that no one should 
bear the cost of this War except the soldiers at the front and the 
class who pay Income Tax’. 

Lord Haldane, who had lost office when the Coalition was 
formed, replied that the taxation raised by Mr. Gladstone in 
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1868 bore the same proportion to the national income as Mr. Lloyd 
George’s pre-war Budget.t| He agreed that we ought not to 
spend money on fine buildings ; but education must go on, and no 
savings could be made on public health. In a brief speech Lord 
Loreburn agreed with the economists. He wished that Lord 
Midleton’s motion and speech had been addressed ‘to a larger 
and more august community—to all the nations of Europe’. 
If, he added, wisdom does not come to the councils of Europe, 
‘ we are going straight to European bankruptcy in a comparatively 
short time’. England was more likely to last out than any other 
country, but when it was seen that Lord Midleton’s figures, or 
similar figures, applied to the other nations of Europe, ‘ it means 
bankruptcy, and bankruptcy, I fear, in many places, may be the 
prelude to revolution’. This prophetic utterance from one of the 
most respected and independent of the Liberal peers explains the 
fervent support which Lord Loreburn gave from this time forward 
to every effort or proposal to secure an honourable peace by 
diplomacy. 

Lord Midleton’s motion was accepted by the Government, 
after the change of * immediate’ into ‘ effectual’ ; and the policy 
of increasing taxation was carried into effect by Mr. McKenna 
in his September Budget. 


The Budget 


When Parliament reassembled for an Autumn Session it had to 
discuss Finance and Compulsory Service: as the miseries of 
trench warfare and the appalling rate of mortality in France and 
Gallipoli became known, recruiting became more difficult. At 
the same time extensions of our military commitments in various 
parts of the world and the continual subsidies to bankrupt or 
semi-bankrupt Allies caused an ever-increasing drain on our 
diminishing resources. On 15th September the Prime Minister 
moved the Seventh Vote of Credit (£250 millions), bringing the total 
sum voted for war purposes to £1,262 millions. The daily average 
of gross expenditure had grown as follows: from Ist April to 

1 1868 Revenue £70 millions, National Income £850 millions. 


1914 Revenue £210 millions, National Income £2,400 millions. ; 
Professor Bowley and Sir J. C. Stamp think the last figure an over-estimate. 
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1%th July £2,900,000, from 18th July to 11th September, 
£4,200,000; but in order to soothe the alarm of the House of 
Commons and of the tax-payer he deducted the sums advanced 
to the Allies and the Dominions, thereby bringing down the second 
figure to £34 millions a day. But the daily expenditure was still 
growing and would soon be at the rate of £5 millions. These 
figures may be compared with the statistics placed before the 
French Chamber on 17th September by M. Ribot, who explained 
that the total credits demanded by the French Government 
from Ist August 1914 to 31st December 1915 would amount to 
£1,120 millions. 

Unfortunately spending habits had been encouraged by 
Mr. Lloyd George’s principle of ‘ business as usual’ and by his 
failure to increase taxation in the May Budget. In the first few 
months of the War prices had shown only a slight tendency to 
rise,! and did not start seriously on their upward course until the 
beginning of 1915, when the millions which the Paper Money 
Government borrowed so easily, and spent so lavishly, had been 
broken up into wages, salaries, and profits. At the outbreak 
of war most people looked forward to a time of strmgency, tight 
money, bad debts, dwindling business, and falling income; but 
now most classes of people except those with fixed mcomes 
(i.e. incomes which could not rise when the purchasing power 
of money fell) were learning to spend more on luxuries and amuse- 
ments. No doubt many turned to motoring and cinemas in order 
to get relief from harrowing thoughts and anxieties. 

It was too late to repair the errors of the Second War Budget ; 
but the new Chancellor faced his responsibilities manfully when 
he presented the Third or Emergency Budget on 21st September. 
Mr. McKenna occupied less than nine pages of Hansard with his 
Budget speech ; it was indeed a plain unvarnished statement of 
an almost inconceivable expenditure, followed by a list of fresh 


1 Economist index numbers : 
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taxes which as he truly said ‘ imposed an unprecedented burden 
on the country’, or at least upon its wealthier classes. 

First of all he revised Mr. Lloyd George’s May estimates by 
raising the revenue to £272 millions and the expenditure to £1,590 
millions ; on this basis the dead-weight debt at the close of the 
year would be £2,200 millions. The main items of expenditure 
would be the Navy costing £190 millions, the Army costing £715 
millions, and advances to Allies and Dominions to the amount 
of no less than £423 millions. For the remainder of the financial 
year the average daily expenditure would be more than four 
and a half millions, and in the last weeks of the year it might rise 
beyond £5 millions a day. 

In addition to the three main heads there would be a charge 
of £36 millions for pre- and post-moratorium bills, and £170 
millions for the ordinary national services including the debt 
charge ; food supplies and some minor items together with allow- 
ances for contingencies made up the total of £1,590 millions. 
Mr. McKenna might well say, not only that such a total had never 
been reached before, but also that ‘ there is no record of a nation 
having voluntarily accepted liabilities bearing so high a proportion 
to the national income for which provision has to be made in 
a single year !’ 

Many suggestions for new taxation had been made to the 
Chancellor which he was unable to accept, not because they were 
bad—for many were good—‘ but because there is a strict limit 
to the possible amount of taxation which may be imposed at one 
time’. Lvery new tax laid a new burden upon the Board of Inland 
Revenue and on the office of Customs and Excise ; consequently 
new duties must be such as these offices and their staffs could 
perform. ‘Revenue’, he said, ‘was then and always the first 
object of taxation ; but there were also other objects which must 
not be left out of view; we must look to the state of our foreign 
exchanges, we must discourage imports’. Again it was necessary 
to reduce consumption ; all this, as will soon be seen, was a pre- 
liminary to the most controversial part of the Budget—the new 
Customs Duties. 

‘ The principal head of new taxation is Income Tax. I propose 
to add 40 per cent. to the existing Income-tax rates combined 

1569.57 re: 
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with improved machinery for assessing employees, and special 
relief where income has fallen more than 10 per cent. The 40 
per cent. rate of increase will be for the full year.’ The first detail 
of the new Income Tax was a proposal to broaden the basis of 
taxation in the true sense of the word; Mr. McKenna reduced 
the exemption limit from £160 to £130 and cut down the abate- 
ment from £160 to £120. Next Mr. McKenna raised assessments 
under Schedule ‘B’, i.e. farmers, from one-third of the rent 
to the whole rent, but still allowed them the alternative of being 
assessed on their actual profits under Schedule ‘D’. Then he 
proposed to allow the tax to be paid in certain cases by half- 
yearly instalments instead of being paid entirely on Ist January. 
Another important change was that by which Mr. McKenna 
proposed ‘ that for employees of all descriptions both assessment 
and collection will be quarterly’, though the tax-payer would 
still be entitled to any relief which was found due to him on the 
basis of a full year’s income. As this involved a considerable 
change in machinery the new plan would not take full effect 
until the following year; as a temporary expedient employees 
would be allowed ‘to pay the tax imposed by the first Budget 
of the year in January and the additional duty under the present 
Budget in July’. - 

Although most people found their money income increased 
through the War, a minority had the opposite experience, and 
had to pay a higher rate of tax on a reduced income. To meet 
these hard cases Mr. McKenna provided that ‘ the whole of the 
additional duty will be repayable in the event of any individual 
proving that his actual income from all sources for the year is 
less by one-fifth than the income on which he has paid taxes’. 
Under the three years’ system a man might have a very small 
income in 1915 and yet be called upon to pay 3s. 6d. in the pound 
on the average of the three years when he had a very large income. 

The estimates of increased revenue from these changes were 
rather remarkable; the addition of 40 per cent. was estimated 
to bring in £11,274,000 during the remainder of the year, and 
£37-4 millions in a full effective year. Strange to say, the reduc- 
tion of the exemption limit to £130, which must bring in a huge 
number of tax-payers, especially as wage-earners now became 
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liable to tax practically for the first time, was only to bring in 
£939,000 in a full year. A much greater gain, £3,821,000, was 
anticipated from the reduction of the abatements, while the 
farmers’ tax was estimated to bring in £2,240,000. Altogether 
these changes were expected to bring in £444 millions in a full 
year. Although they automatically increased the amount payable 
by super-tax payers, Mr. McKenna also increased the rate on 
incomes beyond £8,000, beginning at 2s. 8d. and rising to 3s. 6d. 
on the surplus of all incomes above £10,000. This was expected 
to produce £2,150,000 in the current year and £2,685,000 in 
a full year. 

By these measures the Income and Super Taxes were raised 
so high that a man with £10,000 a year would pay 5s. 1d. in the 
pound, one with £20,000 a rate of 6s., and one with £100,000 a 
rate of 6s. 10d. in the pound. Some people thought even these 
rates inadequate; but Mr. McKenna felt that he must have 
regard to ‘the charges which many rich people have assumed, 
to the large number of people dependent upon them, and to the 
responsibilities which they cannot avoid’. It might be difficult, 
even for a man with £100,000 a year, when he was called upon 
to find £34,000. 

Next Mr. McKenna came to his chief, and most successful, 
fiscal irmovation, * a special tax in respect of profits which have 
increased during the War period’, which would extend to ‘ all 
trades, manufactures, concerns in the nature of trade and busi- 
nesses, including agencies’, whose profits exceeded the profits 
on the Income Tax assessment of 1914-15 by more than £100. 
This was the famous Excess Profits Tax, which was to raise so 
many millions during the remainder of the War and the boom 
period after the Armistice. Certain modifications were allowed, 
e.g. if the profits for 1914-15 were less than 6 per cent. of the 
capital employed, the proprietors of a business could take that 
percentage on their capital as their datum line. A second con- 
cession applied to some half a dozen armament works, where 
‘less than a fair return has been made on the proprietors’ capital 
in the preceding three years’; here the datum line would be 
determined by a special tribunal. Mr. McKenna thought that this 
was only fair in the case of businesses ‘ which have been carried 
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on without profit for a great many years in peace, I will not say 
in the expectation or the hope, but on the possibility that one day 
in war they might recoup themselves for their loss’. A third 
concession applied to business where additional capital had been 
invested during the War, and to capital ‘ invested in the three years 
prior to the War which has been unremunerative during that 
period’. As a rule 6 per cent. would be the rate of interest 
allowable, but a special tribunal would be authorized to increase 
this rate ‘for any special reason such as that of depreciation, 
obsolescence, or the fact that the capital employed is useful for 
War purposes only’. As there was no precedent for a tax of this 
kind, no estimates would have much value, and Mr. McKenna 
offered a guess of £30 millions as the yield in a full year. The rate 
of tax was to be 50 per cent. of the excess profits when determined, 
and for the remainder of the financial year the yield was reckoned 
at six millions; but, as will appear later, no revenue worth 
mentioning was collected in the next six months. 

A small change authorized banks to deduct income tax from 
the interest paid to their depositors; this interest would be 
included in the computation of bank profits for the purpose of 
their direct assessment. Altogether Inland Revenue taxation 
was estimated to produce an additional revenue in the current 
year of £193 millions and of £77 millions in a full year. 

Next the Chancellor turned to Customs and Excise. His 
chief proposal was to raise the Sugar Duty from 1s. 10d. a cwt. 
to 9s. 4d. a cwt.; but he explained that the increase would not 
be effective in the usual way in raising the price to the consumer. 
All sugar was being supplied to consumers by a Royal Commission, 
and Mr. McKenna announced that the Commission would reduce 
its price to refiners and dealers by a general reduction ranging 
from 2s. Od. to 3s. Od. a cwt.; thus the effect of the increased 
duty and the lowered price would be to raise the cost of sugar by 
about 5s. Od. a cwt. or a halfpenny a pound. Next he proposed 
to double the duties on tea, tobacco, cocoa, coffee, chicory, and 
dried fruits. Altogether in a full year he expected to get £11 
millions from sugar, £44 millions from tea, £5 millions from 
tobacco, and £3,700,000 from the other increases. 

A moderate addition to the Beer Duty had been made in the 
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First War Budget, but the time had certainly come for a large 
increase in the Spirit Duty. The only explanation or excuse for 
Mr. McKenna’s failure to grasp this obvious source of fresh 
revenue was the hostile reception given by the House of Commons 
and his new colleagues to Mr. Lloyd George’s proposals on 
29th April. One kind of spirit however was to be taxed; Mr. 
McKenna raised the duty on petrol by 3d. a gallon, thereby raising 
the existing rates to 44d. and 6d. a gallon respectively. Hitherto 
the proceeds of the tax had been paid to the Road Improvement 
Fund, now the proceeds were to be retained by the Exchequer, 
but the yield was only put at just over a million. A further 
£250,000 was to be obtained by doubling the duty on patent 
medicines. 

At last Mr. McKenna came to the most controversial part of 
his Budget, the new Import Duties. These he defended on the 
ground that it was necessary to maintain our foreign exchanges 
and to cut down expenditure on imported luxuries. The articles 
named were motor-cars and motor cycles (and parts), cinema 
films, clocks, watches, musical instruments, plate glass, and hats. 
Each article was to be subjected to an ad valorem duty of 334 
per cent., or its equivalent in the form of a specific rate, i. e. on 
the weight instead of on the price. The duties, which did not 
pass without challenge, were only expected to bring in two millions 
a year. 

Mr. McKenna had now come to the end of his taxation pro- 
posals, from which he expected to get an additional revenue of 
£102 millions in a full year; but he found a further source of 
income in increased postal charges, from which he hoped to get 
another five millions, with some ultimate saving of expenditure 
into the bargain. Postal rates had been considered by the 
Retrenchment Committee, which had completed an interim report ; 
the Government proposed to adopt the Committee’s recommenda- 
tions with some modification and with one important exception. 
He declined the proposal to raise the letter post to three halfpence, 
but he adopted seven other proposals as follows : 

To abolish halfpenny postage. 

To reduce the letter weight carried for one penny. 

To introduce a new and higher scale for parcel post. 
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To charge ninepence for the first twelve words of a telegram. 
To increase the rate for Press telegrams, in order to make the 
service self-supporting. 
To increase the poundage on postal orders up to half a crown 
by one halfpenny. 
To make additional charges for certain telephone services, 
not including subscriber’s 1d. call.1 2 
This brought the Chancellor’s proposals to an end, and he 
could sum ‘up their estimated effects. Including the two millions 
for postal charges, Revenue was estimated at £305 millions for 
the year ending 3lst March 1916, and expenditure at £1,590 
millions, making a deficit of £1,285 millions. When the pre-war 
national debt 2 (£581 millions) and the realized deficit for 1914-15 
of £334 millions were added, the total dead-weight debt at the 
close of the financial year would be £2,200 millions. In the next 
financial year (1916-17) the country would face this dead-weight 
debt with an estimated revenue of £387 millions; ‘ we shall 
have trebled our Debt and doubled our taxes, a heavy liability 
and an immense charge’. At this moment Mr. Asquith seems to 
have reminded his colleague of the advances to Allies and 
Dominions, for which he had made no allowance, but Mr. Mc Kenna 
only said: ‘That is an estimate difficult to form: I merely 
mention the fact that there is that relief in prospect, but I cannot 
give any figures in regard to it.’ He was careful to add that 
‘if the War continued these proposals cannot be our last word ’. 


Discussion on the Budget 


When the first Coalition was formed Mr. Chaplin, being the 
senior ex-Cabinet Minister, became the formal leader of the 
Opposition, though there was no longer an Opposition in the old 
sense of the word, i.e. a party or parties ready to turn out the 
Government and to take office in its place. The veteran protec- 
tionist, after congratulating Mr. McKenna on his ‘ admirable 


* The idea of reducing expenditure in the Post Office was very soon abandoned, 
and war bonuses turned what had been a revenue producing department into a burden 
on the taxpayer as well as a tax on all persons using posts, telegraphs, or telephones. 
a S ae allowances for the effects of conversion and for loss of stock issued at a 

iscount. 
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lucidity ’, welcomed the new Customs Duties and would have liked 
more of them. Both Mr. Chaplin and Sir F. Banbury thought 
that the staff of the Land Valuation Department might be more 
usefully employed in assisting the Inland Revenue. Observing 
that Mr. McKenna wound up his statement with an appeal for 
individual economy, Sir Frederick suggested the Government 
should also practise it: ‘ Only last week the Admiralty chartered 
a vessel and the crew refused to go unless they were paid £3 a week 
during the voyage; I am informed that their wages before 
amounted to £1 a week.’ 

Sir Frederick doubted whether it was wise to extract so much 
taxation from the wealthier classes, who would also be expected 
to subscribe to War Loans. He welcomed the proposed tax on 
war profits, but added: ‘I am not quite sure that in order to 
be just we ought not also to tax excessive wages because a large 
number of the working classes have taken advantage of the 
opportunity to get increases of wages from 100 to 200 per cent. 
That is just as much a war profit as it is in the case of a manu- 
facturer who has made a profit out of the War.’ 

Mr. Houston inquired about the wages tax and Mr. McKenna 
at once replied: ‘ Weekly wages will be assessed for income tax 
quarterly, and of course they have always been liable to taxation, 
but owing to the three years’ average they have practically not 
been taxed.’ Mr.’ Houston welcomed this statement, observing : 
_ *Tt has been a great anomaly and injustice that the unfortunate 
clerk who earns an income of £165 a year has had to pay income 
tax while the working man who has been earning anything 
from £5, £6, or £8 to £10 a week has escaped taxation.’ Turning 
to the taxation of war profits, Mr. Houston thought it a mistake 
both in theory and practice ‘ to take the whole of the war profits 
over a certain level as you are doing in controlled establishments ’, 
because the owners had then no incentive to practise economy. 
While ready to pay taxes Mr. Houston objected to * the extrava- 
gant waste going on at the present time’; in particular he 
criticized the Admiralty for its habit of chartering ships and then 
keeping them ‘ idle for long periods, when they might have been 
released and employed in the mercantile service ’. 

Naturally the new Import Duties gave joy to the Tariff 
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Reformers. Mr. Peto suggested that protective taxation should 
be extended to imported hops, and that the plate-glass tax should 
be extended to every form of imported glass. While talking about 
the Sugar Tax he elicited from Mr. Montagu the information that 
an Excise Duty resolution would be proposed putting an Excise 
Duty of 7s. a ewt. on sugar, thus leaving a margin of 2s. 4d. in 
favour of the home-made article. . 

Mr. Lough congratulated the Chancellor on his extremely 
business-like speech and on ‘the greatest Budget in my long 
experience of the House’. He approved of the attempt to raise 
a greater proportion of the cost of the War by taxation, but 
feared that the House had not given sufficient attention to the 
immense expenditure and the burden it threw on the nation. 
Still he thought Mr. McKenna had exaggerated the expenditure ; 
for there were the loans made to our Allies and Dominions ‘ which 
we believe will be returned to us’, a statement which caused 
Mr. Healy to interject: ‘Not a bob.’ Mr. Lough approved of 
the lowering of the Income Tax scale. * Mr. McKenna ’, he said, 
‘is the first Chancellor of the Exchequer I have known who has 
had the courage to do that, because he knows quite well that 
he is touching the interests of the great majority of voters.’ He 
went on to criticize the protectionist Import Duties and could 
not admit that principles which were right in time of peace 
became wrong in time of war. 

Another attack on the Import Duties came from Mr. Leif 
Jones, who said: ‘I think the financial strength of this country 
is largely based upon Free Trade practice, and I think that Free 
Trade practice to the end will carry us through.’ He contested 
the whole argument about the restriction of imports, saying that 
in ‘ war-saving’ literature and other popular admonitions ‘ an 
endeavour has been made to show that the mere consumption of 
imports is of itself an evil, whereas the evil is in the consumption 
of unnecessary articles’. Mr. Leif Jones also expressed regret 
that no extra tax had been placed upon spirits in view of the extra 
duty imposed upon beer ten months earlier. He saw ‘ very 
definite evidence that people are driven from the consumption 
of beer to the consumption of spirits’. When every one was 
crying out for economy, they had an increase of £8 millions in 
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the drink bill for the first half of 1915 as compared with the first 
half of 1914. 

Mr. T. M. Healy complained—with good reason—that the 
loans made to the Allies were being made without statutory 
authority, a shocking illustration this of the irregularity with 
which vast sums were being squandered.1. Mr. Healy liked the 
new protective duties and rejoiced ‘that the Free Trade fetish 
is dead’. 

Agriculture was exempted, for no sufficient reason except the 
difficulty of assessment, from the Excess Profits Duty; but 
instead of being grateful the spokesmen of the landed interest 
in Parliament objected to the new basis of farmers’ Income Tax. 
This new basis, however, meant a good deal more than Mr. Hardy 
thought when he complained that ‘ you are trebling the taxation 
which they have to pay ’, since in many, perhaps in most instances, 
the change meant that farmers who hitherto paid no income tax 
at all would pay a substantial amount. 

For some years before the War a group of Radical Members, 
disciples of Henry George, had been pushing the taxation of 
Land Values at every opportunity. Their appetites had only 
been whetted by the Land Taxes imposed in the ‘ People’s Budget ’ 
of 1909. Now they saw a fine opportunity in Mr. McKenna’s 
call for a hundred millions of fresh revenue. One of them, Mr. 
Duncan White, urged a modified revival of the Feudal System so 
that ‘ those who hold the land should furnish the King with 
soldiers and military equipment’. He also suggested that land 
and buildings should be separated in the Property Tax assess- 
ments. 

Mr. Butcher wanted a tax of 100 per cent. on war profits, and 
regretted that the whisky tax had not been increased because 
there was no article of consumption upon which taxatiun might 
be more fairly imposed, even if it should result in some diminution 
of revenue. As an employer of labour Mr. J. S. Ainsworth strongly 
supported the tax on Excess Profits. Workpeople, he said, 
were angry at their employers making large profits; and hence 
came Labour disputes; for seeing the masters were filling their 


1 No one, we suppose, would now maintain that the hundreds of millions lent to 
Russia, for instance, were well expended. 
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pockets the men thought that they should get what they could 
for themselves. 

Liberal and Radical protests against the introduction of high 
protective duties by a Liberal Prime Minister and Chancellor 
of the Exchequer multiplied as the debates continued. Among 
the critics were Mr. J. A. Bryce, Mr. Price, Mr. Outhwaite, and 
Mr. Raffan, the three last named urging the taxation of land 
values as an alternative. Mr. Price said that land had gone up 
in value while other kinds of property, such as railway, bank 
and insurance shares, had fallen heavily. Mr. Outhwaite declared 
that the most striking fact in connexion with the Budget, which 
differentiated it from the Budgets of the last sixty years, was that 
‘the Chancellor of the Exchequer has scrapped the Free Trade 
policy of this House’. It was no good replying that only a few 
items had been singled out for taxation; for in nearly every 
country Protection had been introduced as the result of war, and 
it always started with the imposition of a few taxes ostensibly 
for the purpose of revenue. Mr. Raffan, following Mr. Outhwaite, 
thought that all the Land Value Duties should be scrapped and 
one shilling in the pound charged on the capital value of all land. 
Resolutions imposing the various duties, including those on 
imports, also the amended Income Tax, the Excess Profits Duty, 
and the higher postal charges, were then passed. 

When the discussion was resumed on 23rd September, Mr. 
George Barnes rose to express the views of the Labour Party, 
which had held three meetings to discuss the Budget. He was 
inclined to think that too little was raised by taxation and too 
much left to loans, adding : 


* As a matter of fact we have not felt the War at home so far; I mean 
relatively. Taking into consideration the privations, sufferings, and losses, 
of those who have gone to the front, as compared with their case our 
burdens have been insignificant. Moreover since the War began, and in 
consequence of the War, the whole mechanism of the country has been kept 
at work, manufacturers, commercial men, and all sorts of people have been 
fully employed, and the working classes, especially the mechanics, have 
been in receipt of wages for the whole year.’ 


He accepted the new protective duties as having ‘ no particular 
significance’, but disliked the extension of the Income Tax 
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downwards, and complained that the man with £2 15s. a week 
would have to pay nearly one shilling a week in income tax. He 
was equally doleful about the man with £200 a year, who would 
now pay £8 6s. 8d. instead of £3, contrasting his case with that 
of a £3,000 a year man, who would now only pay £525 instead of 
£375. Mr. Barnes forgot that there was an allowance of £25 for 
each child, so that the man earning £2 15s. a week would be 
exempt even if he had only one child. The right comparison 
in each case would have been with pre-war taxation. By the time 
Mr. Barnes approached the end of his speech he seemed to have 
forgotten the beginning, for he protested against the Import 
Duties on luxuries as ‘ an abandonment of Free Trade principles ’. 
He was also against the increased Tea and Sugar Duties. Mr. Duke 
suggested that the Income Tax should be collected from the wage- 
earner by weekly stamps instead of by quarterly payments. 

A zealous student of finance, Mr. Sydney Arnold, whose 
Radicalism afterwards carried him into the Labour Party, and 
then (as a representative of Mr. MacDonald’s Labour Govern- 
ment) into the House of Lords, began by saying that a larger 
revenue from taxation ‘ should have been raised some time ago’. 
* There is’, he admitted, ‘ no scientific principle by which we can 
determine what proportion of its cost should be paid for by 
taxation during the currency of the war’ _ but at least as much 
should be raised as would make the total annual revenue of the 
country equal to the estimated peace expenditure after the War. 
At present he reckoned that the permanent expenditure would 
be not less than £357 millions after the War ; and this would just 
about be covered by the permanent revenue. The second question 
was, how ought the burden of taxation to be apportioned among the 
community? Mr. Arnold thought that we should have regard to 
the maxim of ability to pay, and not entirely overlook the theory 
of those who would exempt a subsistence minimum from taxation. 
He thought the increased incomes of wage-earners had been 
over-estimated and other people, e. g. old age pensioners, were cer- 
tainly not so well off as before the War. He objected especially to 
the increase of the Tea and Sugar Duties, and would have preferred 
total prohibition of imported luxuries to the new import duties. 
He even criticized the lowering of the Income Tax limit from £160 
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to £130, though ‘ there is something to be said for direct taxation 
on all citizens who are well above the subsistence level ; but such 
proposals should be put forward as part of the readjustment of 
the tax system including the abolition of duties on tea and sugar fe 
He thought that there would be great difficulty in collecting 
the tax from petty tradesmen, lodging-house and inn-keepers, 
and jobbing workmen, who seldom keep proper books. He found 
support: for his opinion in Mr. McKenna’s estimate that only 
£939,000 a year would accrue from the reduced limit. It is difficult 
to understand how the Treasury arrived at this very precise 
figure. But it may be noted in passing that some years elapsed 
before the Inland Revenue authorities could get hold of the smaller 
incomes.! 

Mr. Arnold would have preferred to Mr. McKenna’s scheme 
a further fourpence on the Income Tax, a high Super Tax on 
incomes above £3,000, with heavier taxation of private motor 
cars and mining royalties. 

After Mr. 8. Roberts had put in a plea for people with fixed 
incomes, who were badly hit by the increased Income Tax and 
higher prices, Mr. Worthington Evans raised a new point. The 
minimum prices placed upon Stock Exchange securities had 
practically demobilized some £2,500 millions of our best securities ; 
he suggested that the Government should arrange for advances 
to be made to the owners of such securities in order that they 
might more easily subscribe to War Loans. Again, British 
citizens held £4,000 millions’ worth of foreign securities which 
ought to be somehow under Government control so that they 
might be used to support foreign exchanges; he proposed that 
the owners should be compelled to register them with the Govern- 
ment. Another useful proposal was made by Sir Joseph Walton, 
who wanted to add to the list of businesses subject to Excess Profits 
Duty ‘ all tax-payers enjoying increased incomes during the War 
period on which the Excess Profits Duty has not already been 
deducted at the source’. He thought that every tax-payer 
enjoying an increased income during the War ought to be taxed 


* The numbers of incomes between £130 and £160 a year grew steadily in the four 
years beginning April, 1916, as appears from table 68, page 114, of the 64th Report of 
the Inland Revenue. 
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alike. Finally he urged the Government to give a lead in the 
matter of economy : 

* The nation as a whole does not recognize the need for rigid economy ; 
it is a case of “ Pleasures as usual”, every music hall in every town, every 
cinema show is crowded to overflowing; more is being spent on drink 
than was ever spent in the history of the country. I wish with all my heart 
that the Government had put another stiff Duty on whisky.’ 


Much had been said about the necessity of controlling the 
import and export trade; Sir Alfred Mond protested that a large 
amount of valuable export trade had been lost by quite unnecessary 
and foolish restrictions, mainly by the delay (not the refusal) in 
granting licences. Turning to the new Import Duties he argued 
that if a check on certain imports was required in order to maintain 
the American exchange, such imports should be prohibited, 
‘but that is very different from playing about with taxes’. As 
luck would have it, when Sir Alfred Mond became a Minister in 
Mr. Lloyd George’s Coalition Government, he was told off to 
argue for this kind of Protection. But as a private member he 
stood by Free Trade. In themselves, he said, the duties were 
objectionable and not calculated to improve American exchange ; 
hats came from France, watches from Switzerland (now bought 
mainly by our soldiers going abroad)—musical instruments were 
largely gramophones sent out to the Y.M.C.A. If, he asked, 
the duties were not meant to be protective, why was no corre- 
sponding Excise Duty imposed ? 

Mr. McKenna, evidently uneasy at the storm which his modest 
essay in Tariff Reform had provoked, affirmed that ‘no fiscal 
principle of any kind is compromised by the present proposals... . 
We can then, on both sides, allow our opinions upon principle 
(which is left entirely untouched) to remain in abeyance. When 
once again we have peace, and once again the taxes must come 
up to be reconsidered, then will be the time for us to argue about 
the basis of fiscal theory. When that time comes I shall be stand- 
ing on the side of Sir A. Mond.’ He went on to say that ° we 
have deliberately abandoned theory in the special circumstances 
of the War’. 

Mr. McKenna then gave an illustration to explain the working 
of the Excess Profits Duty in the case of an excess profit of £100,000. 
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First, ‘the happy recipient will pay out of that as Tax £50,000 ; 
he will not pay Income or Super Tax on that £50,000 which will 
be regarded as an expense of his business. But he will pay Income 
Tax, and if he is the sole owner of the profits he will pay Super 
Tax, on the remaining £50,000’. On the average he would pay 
a little over 12s. in the pound on the whole £100,000. The principle 
of the Excess Profits Duty, he said, was ‘ to get money for national 
purposes from more persons who at the moment can best afford 
to pay’, and he remarked shrewdly that in the case of Income 
Tax ‘we all think that any person who is richer than we are 
ourselves has a larger margin out of which he can pay, but we all 
find in our own experience that our income only just meets the 
requirements to which we have committed ourselves’. He added : 

‘The man of £2 a week is profoundly conscious that any one with £4 
has a large taxable margin. The man with £4 a week has the same con- 
viction about some one with £6 a week, and the man with £300 a year 
thinks that he should escape whereas the man with £3,000 is the only true 
subject for such tax. When you get to the man with £3,000 a year he 
holds precisely the same opinion about the man with £30,000 a year. The 
real fact is, and we all know it from our own experience, that a great deal 
of our income is spent for us. We find ourselves whether we like it or not 
committed to a particular kind of expenditure... which it is impossible 
to cut down between night and morning.’ 


This psychological argument tended to show that the margin 
on which the Income Tax payer could pay taxes was limited ; 
whereas the payer of excess profits could be fleeced with less 
compunction. So he went on: 

‘ We now get to the man who has got an excess income for the first 
time. We have also got to the man who has suddenly got excess profits 
with respect to the expenditure of which he is not committed. These 
profits are free ; they are profits which have come to him in the time of 


national emergency, and I think that it is only reasonable that the man 
should make a contribution to the State out of those profits at such a time.’ 


This is very true; but the Excess Profits Duty did not apply 
to a man but to a business; and if an individual, who happened 
to own two businesses, made an unexpected profit on one of £5,000 
and a loss of the same amount on the other, he would not be 
allowed to make them cancel out. Mr. McKenna, however, 
promised that when business men had made excess profits in 
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one year and had had a loss in the second they would be entitled 
to bring their loss into account. 

In reply to Mr. Barnes’s speech and the Labour Members’ 
objection to the reduction of the Income Tax exemption limit 
from £150 to £130, Mr. McKenna asked: ‘Can it be conceived 
as unfair to a bachelor, or even to a married man without children, 
that he should pay a tax of 12s. 1d., or one shilling a week on wages 
of £2 15s. 0d.’ Turning to the Sugar Duties he said the big increase 
in the price of sugar had so far caused very little reduction in 
the consumption, showing that people were able to pay the 
extra price. Moreover ‘the consumption of sweets by children 
has greatly increased’. Mr. McKenna reckoned that taxation 
accounted for half the price of whisky, for 3}d. in the shilling 
on beer, and 3d. in the shilling on sugar. 

Sir J. Harmood Banner complained that professional men 
were exempted from the Excess Profits Duty, and Sir R. Cooper 
argued that professional men could pay a higher rate of income 
tax than business men, because the latter must leave a substantial 
portion of the year’s profits in the business. 

Mr. Rea, who wanted to tax advertisements, amusements, 
and matches, pointed out the difference between this war and the 
Napoleonic wars; then taxation was placed on the poor while 
the rich escaped lightly. ‘* Now we are putting much lighter 
burdens on a much stronger back.’ War, he continued, has to 
be paid for, not out of realized wealth, but * out of the articles 
which are produced within the year’. Mr. R. D. Holt did not 
want a multiplicity of taxes. He criticized the Excess Profits 
Duty, but contended forcibly that ‘every person whose income 
has increased ’ ought to be taxed, including the new Ministers, 
though an exception might be given to officers. He argued also 
for an Excise as well as a Customs Duty on motor cars, and 
declared that the Government was giving away the principle of 
Free Trade. Sir A. Markham regretted that the taxation of War 
Profits was not more extensive, saying that the late Chancellor 
ought to have taxed them before they could be distributed in 
dividends. He complained of wasteful expenditure by working 
men on charabancs, cinemas, beer, and spirits. The Government 
might save by not paying salaries to M.P.s who had incomes of 
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over £3,000 a year, and the War Office might save by not giving 
both pay and pensions to old dug-out officers, who were doing 
work of little value. 

The Government’s sugar policy provoked a good deal of 
criticism. Several members held that it had sent up the price. 
A question by Mr. Molteno, who asked why the Customs Duty 
on sugar should be 9s. 4d. and the Excise Duty only 7s. Od., drew 
from Mr. McKenna a curious reply. The Chancellor explained 
that under the old duty of 1s. 10d. there was no corresponding 
excise at all, ‘in order to allow the industry to be started under 
conditions of particular advantage. We have merely continued 
the former practice in regard to this particular business. No 
doubt when the business becomes self-supporting, then will be 
the time to consider whether there should be an Excise charge.’ 
Mr. T. C. Taylor expressed his surprise at hearing ‘ from a Free 
Trade Chancellor of the Exchequer the infant industries argu- 
ment’, but Mr. McKenna jumped up to say that he had merely 
stated the historical fact with regard to the late Duty. 

On the dried fruit resolution the Chancellor moved to leave 
out the extra duty of 1s. Od. per ewt. on currants, explaining that 
a convention with the Greek Government was signed in 1890 
whereby our Government undertook not to increase the duty 
on currants without a year’s notice; but the revenue involved 
was only £60,000. The increased Tobacco Duties added nothing 
to the old preference on home grown tobacco, and Mr. Patrick 
White complained that the preference would thus be reduced 
from 4 to 22 per cent., to the injury of tobacco growing in Ireland : 
Mr. Butcher supported this request by recalling how the British 
Parliament more than 200 years ago had killed this Irish industry. 
Sir J. Jardine requested a similar concession for Scotch tobacco 
growers. Mr. T. C. Taylor warned the House and the Government 
against the thin end of the wedge of Protection, and asked: ‘ Is it 
fair, while we have a Coalition Government in power, to alter the 
principles of taxation?’ Mr. McKenna explained that the allowance 
of 2d. per pound under the former duties was given ‘in order to 
cover the cost of Excise restriction on manufactured goods’. 

The new 334 per cent. duty on imported motor-cars and com- 
ponents provoked further sharp protests against the new Protec- 
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tion. Mr. Lough asserted that 67 per cent. of all the cars then 
being imported were either for the purposes of trade or for the War, 
while the remainder were being largely used by doctors and other 
professional men in order to save horseflesh. He argued that, 
if a tariff were now set up, it would be useless to argue later that 
it was only set up to meet an emergency. ‘Our position as 
Free Traders will be prejudiced for ever.’ Colonel Wedgwood 
held that the Import Duties were a breach of the Party Truce, 
and declared that the American exchange acted as ‘ a protection 
against American imports’. In his reply Mr. McKenna agreed 
with the last argument, but resented the charge that he had given 
up Free Trade; he agreed to exempt commercial motor vehicles 
from the duty, but refused to put on an Excise corresponding 
to the Customs Duty. The case for an Excise Duty to correspond 
with the Customs Duty was put very cogently by Mr. Leif Jones, 
who said that it would (1) raise more money and (2) discourage 
the consumption of home and foreign luxuries. Few people 
doubted that the duties were the result of a bargain with the 
Tariff Reformers ; though Mr. Bonar Law denied that they had 
been pressed on the Chancellor by his colleagues. He added: 
* Duties of this kind would never be continued under any circum- 
stances when the War was over—I mean duties on this scale’, 
i.e. 33 per cent. He also argued that it would be ‘ pedantry ’ 
to put on Excise Duties ‘ for six or nine months—I hope that it 
will not be longer’. Sir A. Mond continued the protest, maintain- 
ing that the Duties would be less effective against American Ford 
cars than against the dearer French and Italian cars. Both he 
and Mr. P. Morrell protested against the raising of this unnecessary 
controversy in war time. The blame, he said, must fall on those 
who were upsetting a system which had been established for 
half a century. One more concession was extracted from 
Mr. McKenna, who promised an amendment excluding tyres, and 
said there would be rebates in case of re-exports just as in the 
case of other dutiable articles. 

From a sentence or two interposed during a speech by Sir R. 
Adkins Mr. McKenna seemed to reject the suggestion that the 
protective duties were his own idea. Mr. Bonar Law’s observa- 
tions, he said, only applied to the motor-car tax. Mr. J. M. 
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Henderson thought the effect of the duties so small that it was 
not worth giving up a principle for their sake. Already Americans 
were helping the exchange by buying American railway stocks 
from English holders and so taking payment for their munitions. 
He said that at the next election, when all parties got back to 
their old platforms, free traders would have to meet the charge 
that they had agreed to these taxes, and ‘it would be no use 
saying it was done under certain circumstances’. In much the 
same strain Mr. D. White maintained that ‘ it is no answer to 
say that this is a small tax or only a temporary tax... when 
you make such a departure you raise the whole question of prin- 
ciple ; you create a precedent and set up vested interests ’. 

Another free trader, Mr. Outhwaite, asked: ‘Why are we 
raising this enormous taxation?’ and answered: ‘It is partly 
because the bankrupt Tariff Reform countries are coming to us, 
and are asking us to finance their share of the War’. But, he 
added, ‘the maintenance of peace has been allied with the 
maintenance of Tree Trade; war is ever the mother of Tariff 
Reform and Protection’. Mr. J. 8. Fletcher retorted that we 
were borrowing from America, a protectionist country (but 
profiting by the War); as a Tariff Reformer he wanted small 
import duties spread over a large number of objects. Repeated 
efforts were made to induce the Chancellor to allow an adjourn- 
ment of the debate on the motor-car resolution; Member after 
Member pointed out that it was unfair to put free traders in the 
position of having to vote against the Government. Mr. Henderson 
declared: that ‘ the feeling on this side of the House is unanimous 
against the proposals or unanimous in favour of an adjournment 
to consider them’. Finally Mr. McKenna agreed to adjourn the 
resolution until the following morning. 

When the resolution was again proposed next day, Mr. Asquith, 
the Prime Minister, made a statement in which he said that the 
Budget represented ‘the unanimous judgment of a united Cabinet’, 
and begged the House to consider it as a whole and not upset the 
balance. He maintained that the Protective Duties had nothing 
to do with Tariff Reform and were merely meant to ‘ limit un- 
necessary importation’. After this appeal the Resolution was 
carried by 174 votes to 10, most of the free traders abstaining, 
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Next came Musical Instruments. Sir J. Walton, as a free 
trader, ironically welcomed the duty on pianos as ‘a working 
model of Protection ’, because, he said, the piano manufacturers 
had already held a meeting and had decided to raise their prices 
‘in order to meet a tax which does not fall upon them’. Mr. T. 
Lough protested against the Prime Minister’s doctrine that the 
House must accept the Cabinet’s decision; if Ministers wished 
to avoid these debates ‘they ought not to bring forward these 
contentious proposals’. Mr. W. Thorne, however, thought that 
free traders ought to be willing to sacrifice their principles during 
the War just as trade unionists had given up their rules and 
restrictions ; he would rather vote against the tea and sugar 
duties. Mr. Yeo, with thirty years’ experience in the trade, 
mentioned that piano manufacturers were adding the amount 
of the duty to London-made pianos: ‘ Twelve months ago we 
could sell London-made instruments on the English market for 
18 guineas: to-day we cannot retail one at an ordinary profit 
of 10 per cent. under 30 guineas. Now, on the top of that, we 
have got to add something extra.’ Already he had had letters 
saying that he must sign an agreement to pay the 334 per cent. 
advance. 

The duty on musical instruments and the equally protective 
duty on clocks and watches were passed without a division; and 
then the House passed to consider the duty on hats. Mr. Denniss 
encouraged the Chancellor by announcing that the hat trade 
did not object to the duty, though they wanted a definition of 
the word ‘hat’; Mr. Cecil Harmsworth, however, said the 
straw-hat makers in his constituency (Luton) were divided on 
the subject. They would welcome a tariff on completely manu- 
factured hats from abroad; but much of their raw material was 
imported. Then several speakers emphasized the difficulty of 
defining what was the raw material of a hat because lace, ribbons, 
- felt, and leather were used for all sorts of other things ; indeed 
the proposed duty was so riddled with criticisms that Mr. McKenna 
withdrew the resolution, forgetting about ‘the united Cabinet ’. 
In much the same way the plate-glass resolution was criticized 
and withdrawn; but the cinematograph film resolution was 
carried without debate. : 

H2 
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Income Taz 


From the standpoint of revenue the Income-tax resolution 
was of course far more important than those sanctioning the 
new Import Duties, but it involved no new principle, though 
it. did make a considerable change in the incidence of the tax 
and a great increase in the number of tax-payers through the 
reduction of the limit of total exemption from £160 a year to 
£130. Of course these changes involved hardship to individuals, 
and Colonel Yate brought forward the hard case of warrant 
officers, N.C.O.s and lieutenants, who might be married and 
would now become liable to tax ; there was also the case of officers 
from the Dominions who might have to pay double Income Tax. 
Mr. McKenna promised to consider these points, but thought it 
better that inequalities should be redressed by the War Office 
through increases of pay. In his reply on the behalf of the 
Chancellor Mr. Montagu offered little satisfaction to the critics, 
though he announced that the Department had started on a 
consolidation of Income-tax law. 

On the Exemption and Abatement Resolution Captain Amery, 
Mr. Pennefather, and Mr. Barnes wanted larger allowances for 
the man with a small income and large family; Capt. Amery 
thought that the exemption for single persons might be brought 
down to £104 a year to balance a larger allowance for children. 
Mr. Barnes asked for an allowance when a tax-payer maintained 
dependent relatives, and Mr. Rawlinson pointed out that a man 
with £200 a year would now pay £11 instead of £4 and suggested 
that such incomes should be treated as ‘ earned ’. 

This resolution was passed without further discussion, and the 
next was passed without any discussion at all, although it was 
the resolution which extended the Income Tax to ‘ employed 
individuals ’, i. e. wage-earners, making the assessment quarterly 
and requiring employers to make returns. This was one of the 
chief innovations in the Budget, for although wage-earners, if 
their annual income exceeded £160 a year, had always been liable 
in theory to pay income tax, yet in practice they were exempt 
because it was so difficult to convert a weekly wage (which might 
only be paid for a few months) into a yearly income ; men earning 
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£10 or more a week had been free from tax, although their ability 
to pay was unquestioned. Another innovation was contained 
in the next resolution, which assessed farmers (under Schedule 
‘B’), on their whole rent instead of one-third of it. This meant 
a great deal more than trebling the amount which they were to 
pay; a reference to the later Inland Revenue Reports shows 
that ‘income on which Income Tax was received’ rose from 
£3,546,000 in 1914-15 to £16,648,000 in 1915-16, while the amount 
actually paid jumped from £254,930 to £1,989,040. After some 
discussion this resolution was also carried, and the Super-tax 
additions passed without debate. 


Excess Profits 


From a revenue point of view Mr. McKenna’s most successful 
innovation was the Excess Profits Duty, or, as it was popularly 
but imaccurately called, the tax on war profits. Mr. Houston 
had something to say on behalf of shipowners, who had been 
held up to public reprobation as making extortionate profits out 
of the War. He recalled that the United States, who were fifty 
years ago ‘ one of the greatest shipowning nations in the world, 
had recently become one of the smallest; that was entirely due 
to legislation’. He feared that this taxation would have an 
injurious effect. Neutrals, he said, who ‘ were capturing our 
trade ’, had no such taxation to pay, and were piling up capital 
for after-war competition. 

After various other criticisms had been offered, Mr. McKenna 
admitted that the 6 per cent. allowance on capital would be too 
small in some cases, e. g. young rubber companies, but said that 
the Tribunal would deal with such cases. Mr. Rutherford feared 
that the duty would drive away the cosmopolitan trading com- 
panies, which then had their office in London, but might easily 
be registered elsewhere. 

On the second reading of the Finance (No. 3) Bill Mr. Lough 
suggested a tax on rubber, because it was cheaper than before 
the War; he also asked why the new Cabinet Ministers should 
not be assessable to the Excess Profits Duty: ‘they have made 
a vast war profit!’ As many other critics pointed out, the 
Excess Profits Duty would fall heavily on businesses which had 
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been doing badly before the War, and lightly on those which had 
been doing well. But that could not be helped. Needs must 
when the war devil drives the chariot of finance. 
. Perhaps the strongest criticism of the Budget as a whole 
came from Mr. Snowden, who maintained that the Chancellor 
was still raising too little by taxation and too much by borrowing. 
During the current financial year no more than £30 millions 
would be raised by extra taxation, though 1 in the next financial 
year the new taxes were expected to raise £100 millions. If it 
was the intention of the Government during the War to raise by 
taxation only sufficient to pay the interest upon the debt, he looked 
with dismay at the financial situation of the country after the 
War : ‘ it will make economic reconstruction, when peace returns, 
almost impossible’. On Mr. Lloyd George’s analogy with the 
Napoleonic Wars the Government ought to take a quarter or 
at least two-sevenths of the national income. The loan policy 
raised the cost of capital not only for the Government, but for 
municipal and company borrowers, also the rent of new houses. 
- Mr. Snowden agreed with Mr. Lough in preferring an increase 
in the Income Tax ; in fact, he went on: ‘I would, if I had my 
way, abolish every other form of taxation and raise the whole of 
the necessary national revenue by means of income tax with two 
reservations—Kstate Duties and taxes upon alcholic liquors 
(an Hon. Member, “ tobacco ’’), well, perhaps tobacco’. Then 
he suggested a tax on capital, exempting the first £1,000, with 
a maximum of 10 per cent. on a million, which he thought would 
bring in £500 millions. Another idea of Mr. Snowden’s, which 
became popular, was that the Government should hes rather at 
what it left than at what it took from a man. . Snowden 
complained of luxurious expenditure. ‘In a Ln aiige in 
Bond Street, a week ago, ladies’ handkerchiefs were exposed 
at £20 per half dozen.’ *The Government would not stop this 
kind of waste so long as they permitted a man with £100,000 
a year to retain £63,000 of it. He agreed with the increase in 
farmers’ Income Tax, but regretted that Mr. McKenna did not 
abolish Schedule *‘ B’ entirely, and tax farmers on their actual 
profits like other business men. 

Mr. Dillon objected that the Excess Profits Duty would fall 
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too heavily on Dublin business men, who had been staggering 
under the effect of the 1913 strike and had just recovered. A 
striking example of the unscientific use of percentages is afforded 
by Mr. Dillon’s attack on the Income Tax proposals. He com- 
plained that a man with £8,000 a year was called upon to pay 
only 27 per cent. increase, while a man with £3,000 would have 
to pay 40 per cent. increase, and a man with £300 a year 100 
per cent. increase. 

Of course, we may explain, you have this kind of diminishing 
increases in a tax which was already graduated, otherwise you 
would raise the tax beyond 20s. in the pound on the largest 
incomes. A man who stayed at home in comparative safety and 
comfort had no right to complain of taxation which left him as 
much net income as a soldier in the trenches. Moreover most 
men, and practically all women, earning small incomes had 
them raised by much more than the amount of their income 
tax. Mr. Dillon mentioned ‘ clerks, teachers, poor clergy, and 
small traders and shopkeepers’ as the classes suffering most. 
No doubt the clergy and ministers of all denominations were 
badly hit by taxation and the increased cost of living; but 
clerks and teachers gained large increases in salaries, and shop- 
keepers on the whole did pretty well during the War. 

Replying at this stage to the various criticisms the Financial 
Secretary to the Treasury (Mr. Montagu) repeated the formula 
that the new Protective Duties were ‘ intended as purely temporary 
measures ’, and assured the House that no question of Free Trade 
or Tariff Reform could arise in such abnormal circumstances. 
He explained that Income Tax would now be collected half 
yearly in the case of farmers, traders, and commercial men. In 
answer to Mr. Lough he declared that the Excess Profits. Duty 
was not a penal tax, it only took more from ‘ people who were 
wealthier and could therefore afford to pay more’. This, as we 
- have previously pointed out, was not quite true, because the 
Excess Profits Duty applied to businesses and only indirectly 
to persons; so that it might conceivably be paid by people who 
were really worse off, while some (e. g. lawyers) who were better 
off would escape scot-free. Mr. Dillon’s Dublin case had been 
met by substituting for the three years’ average a standard based 
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on any two of the three pre-war years selected by the tax- 
payer. 

Some people believed that the War might be financed easily 
if rich men would borrow from their banker and lend to the Govern- 
ment. This was indeed the official theory at the time when the 
three chief War Loans were being floated. Mr. Montagu observed 
that this device was no good unless the borrowers could repay 
the loan to their banker at least as rapidly as the Government 
spent the money. Otherwise they merely created a certain 
amount of credit without any addition to the available supply of 
goods and services. That would raise prices, stimulate the import 
of goods from abroad, and send down the foreign exchanges. 
Consequently the civil population must stint itself in every 
direction. Hitherto there had been little decrease in the consump- 
tion of luxuries, indeed the consumption of some (such as spirits) 
had increased. Again, it was no good thinking that when you 
increased taxation you ought to increase profits or wages; ‘if 
that is the result of the increased taxation you have achieved 
very little good by it; the money is sent round again, and con- 
sumption is not in any way affected’. True; but this is exactly 
what protective duties without a corresponding excise are intended 
to do. They stimulate the home production of the luxuries which 
are to be discouraged. Moreover the Government, as other 
speakers pointed out, was setting as employer a bad example ; 
it had raised wages unnecessarily, thus sending up prices; it 
was paying a pound a day to men on hut-building, and was 
paying agricultural labourers, who had been earning 16s., as much 
as £3 or £4 per week. Mr. J. A. Bryce also gave some amazing 
examples of Government waste on the construction of camps 
and other buildings ; this was largely owing to the absurd system 
of paying the contractors a percentage on the cost of labour and 
materials, and thereby giving them no inducement to economy, 
but rather the opposite. There was much corruption too, he 
said, over contracts for materials: ‘I know cases where manu- 
facturers are getting from outside buyers articles that cost 15s. 
each and then selling that same article to the Government for 
£3 10s. Od? 


Sir J. Walton wanted the Excess Profits Duty extended to 
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more people, especially large farmers, and suggested that Ministers 
and M.P.s should set an example of economy by taking half 
salaries ; for M. P.s in particular ‘ half time ought to mean half 
pay’. He offered other practical suggestions for economy in 
connexion with feeding contracts for camps, staffing of offices, 
and needless buildings. Sir A. Markham urged that employers 
should be required to collect Income Tax from their workmen, 
otherwise the Chancellor would never get the money. It is difficult 
to understand why Mr. McKenna did not adopt this very simple 
and effective plan, already in force for the collection of taxes 
from officers in the Army and Navy, Government officials, and 
soon. One clerk at 35s. or 42s. a week, said Sir Albert, could do 
all the work connected with the insurance payments, stamps, 
and cards of two thousand workmen, and the cost of collecting 
Income Tax would be considerably less because there were no 
cards. 

In a lengthy reply the Chancellor stated frankly that, if the 
War continued, he would propose more taxes next April. On 
the question of governmental extravagance he admitted that 
the Treasury did not, and could not, control the War Office, 
Admiralty, and Ministry of Munitions. In fact by a Treasury 
Minute those huge spending departments ‘ were absolved from 
the liability to consult the Treasury in advance’. The Minute 
had been announced to and accepted by the House. While he 
_ was defending the Import Duties of Clause 12, a member inter- 
jected, ‘It is a Protectionist Clause’, Mr. McKenna replied, * all 
the other Clauses of the Budget are Free Trade Clauses ;’ adding 
‘therefore we cannot describe it as a Free Trade or a Protec- 
tionist Budget’. Mr. McKenna refused any further concessions 
on the Excess Profits Duty or the new Import Duties. ‘ This 
most astoundingly awful Budget’ was the description given to 
it by Mr. Rutherford, who in his simplicity saw no need to raise 
out of taxation ‘a substantial part of the capital money that is 
being spent on the War’. The Finance Bill was then read a 
second time and sent to Committee of the whole House. 
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Committee Stage 

On the first clause Mr. Ginnell moved to omit Ireland from the 
increased tea duty and had similar amendments to other clauses ; 
he argued that Ireland had no responsibility for starting the War 
and would not gain from it, and consequently she ought not to 
pay for it. As usual he quoted the report of the Financial Rela- 
tions Commission, but Mr. McKenna naturally refused to apply 
differential Customs to Ireland. Mr. Snowden wanted to reduce 
the tea duty to its old figure of 8d. a pound, on the ground that 
the working classes were already paying £80 millions in taxation, 
which was more than their just share; indirect taxation, he 
contended, was bad in principle because it took more from the 
taxpayer than it brought to the State. Mr. McKenna could not 
accept the calculation that a working-class man earning a pound 
a week paid on an average four shillings of it in taxation. He 
pointed out that income and super tax had been raised more in 
proportion than the indirect taxes. Tested by their effect on 
consumption the taxes were not too high. There had been no 
decrease in sugar, in fact ‘the consuming power of the nation 
appeared as great as ever’. Every class, he said, ought to submit 
to taxation during the war ‘in order both to enable us to meet 
the cost and to reduce consumption’. On a Division only 26 
members voted against the tea duty. 

When the additional cocoa duties were being discussed 
Mr. Lough advanced the argument, which came strangely from 
a pronounced free trader, that the cocoa duty should be raised to 
the level of the tea duty because tea was largely an Empire product 
while cocoa came from foreign countries. Sir J. D. Rees supported 
this suggestion, arguing that cocoa was more a luxury than tea. 
He also wanted to raise the duty on coffee, ‘ the rich man’s drink ’, 
to sixpence a pound. Discovering that Mr. Lough wanted to 
apply his cocoa tax to chocolate, Mr. McKenna contended that 
the chocolate eater would pay sufficiently through the sugar duty. 

On the sugar duty clause Mr. T. C. Taylor tried to cut out the 
protectionist principle by assimilating the excise (7s. per cwt.) 
to the Customs Duty (9s. 4d.), arguing that this preference of 
one farthing a pound would go into the pocket of the home pro- 
ducers. Mr. McKenna again replied that the principle was not 
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new, as there was already a customs duty of ls. 10d. and no 
excise ; only 3,000 tons a year out of 1,700,000 tons were made 
in this country ; and excise duty was really not worth collecting. 
But the Government was bound by the Brussels Sugar Convention 
not to impose a customs duty of more than Qs. 6d. per cwt. 
above its excise duty. This contention was not accepted by the 
Chancellor’s critics, who were, however, more alarmed by his 
next argument—that equal duties would destroy the existing 
experiment of home-grown beet sugar, which was a clear case 
of a vested interest created by protection. After Sir G. Younger 
had objected to the increased taxation of beer involved in the 
Sugar Duty, Sir A. Mond seized the opportunity of pointing out 
how easy it was to set up a protected industry and how difficult 
to withdraw the protection afterwards. He declared that our 
Government had denounced the Brussels Convention some time 
ago, a statement which was admitted later by Mr. Montagu 
(Financial Secretary), who explained that we had agreed not to 
give a bounty on home-grown sugar. Mr. Outhwaite objected 
specially to a protective policy starting with sugar, but Mr. Peto 
welcomed this instalment of protection for agriculture. Mr. Peto’s 
speech seemed to Mr. Llewellyn Williams a complete justification 
of the free trade case, but Mr. Williams was more alarmed by 
Mr. McKenna’s own arguments, since these were clearly borrowed 
from the Protectionists. Mr. Chaplin supported the preference 
for home-grown sugar, maintaining that beet could be grown as 
well in England as in any European country. Only 36 members 
went into the lobby against this proposal. 

After some further protests against indirect taxes these 
Customs and Excise Clauses were passed. On the Dried Fruit 
Clause Mr. Dundas White argued that the tax was out of date, 
quoting the word prunello, an Italian word for a small plum, which 
had become obsolete even in Italy. Raisins, too, had been chosen 
_ for special taxation during the Commonwealth, partly because 
they came from Spain, partly because the Puritans disliked the 
festivity associations of plum puddings. Indeed the tax rested 
on no logical principle; it taxed figs and raisins, but not dates 
and fruits in tins and bottles. These taxes caused difficulties 
with Greece (currants), Spain (raisins), and Portugal (figs). 
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After Mr. Lough had urged the Government ‘to get rid of 
this niggling tax altogether ’, Mr. Montagu agreed that when the 
Chancellor could give up revenue ‘ there will be a great deal to 
be said for getting rid of the dried fruit taxes’. Then the clause 
was passed. 

On the clause increasing the tobacco duty Mr. Nield complained 
that the trade took advantage of an additional tax of just over 
1id. to add three halfpence to the price of the cheaper tobacco 
and two pence to that costing 5d. an ounce or more. 

Mr. J. O’Connor obtained a concession from the Government 
on the clause imposing an extra 3d. a gallon on motor spirit. He 
wished to extend the exemption already enjoyed by doctors to 
clergymen, engineers, and veterinary surgeons, because the two 
latter had great distances to cover in the course of their work. 
Sir F. Banbury and Mr. McNeill were willing to support the claim 
of the veterinary surgeons because horses were very scarce. At 
first Mr.. McKenna contended that a ‘ Vet.’ used a motor car 
because he could do more business with it, and did not lower 
his fees. When Sir F. Banbury interjected, ‘ and what about the 
doctor?’ Mr. McKenna could only answer, ‘a doctor already 
has the concession by virtue of statute’. The argument for the 
concession was that ‘it would place him in a position to reach 
his patient more quickly ;’ of course this applied to veterinary 
surgeons, so Mr. McKenna promised to consider their exemption 
on Report if the clergy and engineers were dropped, to which 
Mr. O’Connor agreed. 

The new Import Duties Clauses fixed 29th September as the 
day on which collection would begin. Mr. Pringle moved to change 
that date to * the passing of this Act ’, explaining that in 1913 the 
House had expressly excluded new taxes from the Act which made 
old or increased duties leviable as soon as the appropriate Ways 
and Means Resolution had passed. This was done in order to 
prevent a tariff being imposed suddenly by resolution; at the 
time (14th April 1913) Mr. McKenna had approved of the dis- 
tinction between old and new indirect taxation ; he now admitted 
‘the completeness of Mr. Pringle’s debating score’, but denied 
that his action would help a Tariff Reform Chancellor, who could 
always introduce such a clause, whereupon Mr. Pringle exclaimed : 
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‘ He will be able to quote your action’. Mr. McKenna said that 
he could not give notice and thereby permit forestalments. Sir A. 
Mond also protested that the Customs had actually been collecting 
the new duties, and drew from Mr. McKenna the admission that 
this was so, though the Customs did not collect ‘ except with the 
consent of the trader’, and it was really for the trader’s con- 
venience. 

Sir Alfred pointed out that the machinery for a tariff did 
not yet exist in his country, whereas ‘in other countries, when 
they introduce a tariff, they consult the people of the different 
trades affected ;’ in the United States a tariff did not come into 
operation until the President signed it. Mr. Llewellyn Williams 
quoted the Act of 1913 to prove that it did not apply to new taxes, 
and Mr. McKenna admitted frankly that he was going beyond the 
law, ‘ we ask the trader for the tax: -he knows that if he does 
not pay we have no power ’. 

Mr. Hewins made light of the precedent then being made and 
declared that ‘this War is going to smash your economics’, 
adding, * nothing done in this War in this way is likely to be 
quoted by any of us here as a precedent’. Mr. Outhwaite main- 
tained that * a time of war is the very time when you should not 
raise the question of Free Trade and Tariff Reform, and that is 
precisely what the Chancellor of the Exchequer has done’; yet 
Mr. McKenna had used the War as a reason for not introducing 
land taxes. 

An amusing discussion, which proved rather awkward both 
for the Government and the Tariff Reformers, was raised by 
Mr. Howell Davies, who proposed to make the Duties preferential 
by admitting goods from any part of the Empire free. Whether 
he and other Free Traders were speaking ironically or not is not 
clear ; but he used the usual Tariff Reform arguments, and two 
uncompromising protectionists, Mr. Hewins and Major R. Hunt, 
supported him. Mr. Montagu was evidently perplexed, and 
suggested that the free traders were * pulling the leg of the clause ’. 
Mr. Peto thought the amendment a trap, as perhaps it was, and 
Mr. Duke called it a farce. Sir F. Low, a protectionist Member 
for protectionist Birmingham, said he would vote against it. 
Mr. Outhwaite said that the preferences in the Australian and 
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Canadian Tariffs were introduced by free traders. Mr. Holt 
thought that the country was losing confidence in the Govern- 
ment, and went on, ‘the principles of Free Trade are right or 
wrong; war or no war makes no difference’. Mr. Radford 
argued that if the protected industries had two or three years 
entrenched behind the 334 per cent. duties, it would be difficult 
to dislodge them, and others would claim the same protection. 
In the end the amendment was defeated by 125 votes to 20, and 
as the next amendment, exempting Allied goods, was a fortiori 
impossible Sir A. Mond withdrew it. 

In moving (20th October) to leave out motor-cars and bicycles, 
Sir A. Mond predicted that from the point of view of economy 
these new sumptuary taxes would prove as great a failure as such 
taxes had always proved in the past. The motor trade did not 
look on this protection as temporary, but as something to which 
they would be entitled in future ; their only complaint was that 
334 per cent. was not high enough. He thought it not unreason- 
able to ask for a Cabinet pledge that the taxes would be given up 
at the end of the War or before another election; this would 
do a good deal to relieve the minds of free traders. ‘ We are here 
to prevent the cumbrous, difficult, and unworkable scheme 
being introduced and the money of the State being spent in collect- 
ing a tax which brings in very little.” He suggested that it would 
be better to add 10 per cent. to the retail price of motor-cars of 
whatever origin, new or second-hand; this might bring in a 
revenue of two millions and would have no protective features. 

Mr. Montagu defended the tariff on the ground of saving 
shipping space, and reiterated the statement that it was temporary 
in form and intention. Speaking for an association of motorists, 
Mr. Joynson Hicks suggested, however, that the duty should 
be on the weight rather than on the value as in many other 
countries. An ad valorem tax would give an advantage to the 
cheap American car over cars from Allied countries. As Member 
for Coventry, a seat of the motor industry, Mr. D. M. Mason 
pointed out that it had grown up under Free Trade. He then 
went on to argue that if the imports were shut out there would be 
no revenue, while if they came in the duty failed. 

Mr. T. C. Taylor was afraid that this bonus of 334 per cent. 
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might be kept on after the war, a suggestion repudiated by 
Mr. McKenna, who also maintained that the effect on the exchange 
was not measured by the revenue but by the number of cars 
kept out. The fact that the tax was temporary should be a suffi- 
cient assurance to free traders. That was no answer, Mr. Lough 
observed, to the question why no Excise was imposed, if the 
Government’s object was to check luxury buying. Mr. Booth 
could not understand why there had not been more than one 
resignation from the Cabinet ; he considered Free Trade in more 
‘danger from the Free Traders than from the Tariff Reformers 
in the Cabinet. On a division the amendment was defeated by 
169 votes to 34. 

The exemption of musical instruments was next moved by 
Sir Tudor Walters, who showed that the war had effectively 
stopped imports; in 1913 of the total imports amounting to 
£1,117,000, £900,000 came from Germany. Mr. Yeo complained 
that piano makers had met and agreed to raise the price to meet 
the import duty; he also complained that the Chancellor of the 
Exchequer was attacking the nursery, and he caused some amuse- 
ment by producing a child’s musical box, liable to taxation, 
which he played, and a toy bagpipes, which he did not play. The 
tax, he said, would damage our export trade to South America 
and the Colonies. Mr. McKenna based his argument on the need 
of curtailing luxuries and of our inability to afford unnecessary 
capital expenditure. Then this amendment, and another referring 
to gramophones, were defeated. 

In moving an amendment to leave out cinematograph films 
Mr. Lough said that the figures for the imports of these films were 
wholly fictitious, because payment was made by royalties for 
their use in this country. Mr. Montagu, however, maintained 
that £400,000 a year was expected from the duty, and there was 
nothing in the collection of the tax since 29th September which 
suggested that this amount would not be obtained. After further 
discussion the amendment was withdrawn. 

On the question ‘that the clauses, as amended, stand part 
of the Bill’ Sir A. Mond claimed that the discussion had demon- 
strated the difficulties and unsoundness of this form of taxation. 
He admitted that it was difficult to resist the appeals made on the 
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ground that ‘we are at War’, but ht asked if it was right to 
introduce such far-reaching legislation. They had been told 
that the reason why no excise had been imposed was because there 
was neither the staff nor the machinery, but the same argument 
seemed to apply equally well to Customs. 

Mr. Bryce asked the Chancellor whether it was ‘ worth while 
to sell his birthright for so small a mess of potage’. Mr. Dillon 
said that the Irish party had often had the bart of Protection 
dangled before them; it would have enriched the Irish farmers, 
but they had always resisted it, and he warned the House of 
Commons against forging a yoke which no one would see taken 
off their necks. 

On behalf of the Government Mr. McKenna repeated his 
assurances that this tariff in no way prejudiced the Free Trade 
or Protectionist cause ; after the War, he maintained, no industry 
could claim a continuation of these taxes. If this matter, said 
Mr. Outhwaite, had been left to the free decision of the House 
the taxes would have been rejected ; he believed that the Govern- 
ment were losing the confidence of the country by these methods. 
Mr. Hogge said that he and his friends had been absolutely 
betrayed, and Mr. Pringle maintained that the Chancellor should 
give up the farce of suggesting that no fiscal principle was involved 
and should candidly admit that this was part of the price of the 
Coalition. It may be added that both Mr. Asquith and Mr. 
McKenna were ejected from office in the following year and lost 
their seats at the next General Election. They lost the respect 
of their own party without propitiating their new colleagues or 
gaining the gratitude of the Tariff Reformers. 


After considering liquor licence duties the Committee came on 
26th October to the clauses dealing with Income Tax. In object- 
ing to the clauses which lowered the point of total exemption 
to £130, Mr. Dillon returned to his point that the new proposals 
made a larger increase in the rate of tax paid by the smaller 
incomes than in that paid by the larger. Moreover, he said, the 
change would impose a heavy burden on many tax-payers and 
yet bring in very little revenue. In reply Mr. McKenna gave 
many figures. showing the estimated addition to the amounts 
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paid on small earned incomes, concluding that the man earning 
£4 a week, or £200 a year, was ‘ still the lowest-taxed man in the 
country’. If he had three children his total taxation had only 
gone up from 10d. in the pound to 1s. 3d. Under this Budget 
the taxation of the smaller incomes would be fairer than before ; 
the rate of taxation would increase gradually until the man with 
£10,000 a year paid 5s. 7d. in the pound. Taxation would still 
fall most heavily on the man below the income-tax limit ; the man 
earning 30s. or 40s. a week would really pay less if the Income 
Tax were the sole tax and could be applied to him; this difficulty 
was ‘ inherent in the system of indirect taxation ’. 

Mr. Snowden maintained that the sacrifice imposed on a man 
with £200 a year differs in kind from that imposed on a £10,000 
a year man, because it deprives the first of necessities and the 
second only of luxuries. Mr. Rawlinson and Mr. Rutherford put 
the hard case of persons with small ‘ unearned’ incomes, usually 
widows and pensioners, who could not get them increased as the 
wage-earning and salaried class might ; an income of £200 would 
now pay £11 4s. Od. instead of £4. Mr. Montagu estimated the 
number of new Income Tax payers at three-quarters of a million. 

On the Excess Profits Clause (27th October) Mr. Lough tried 
to restrict the tax to profits made out of manufacturing or supply- 
ing material used in the War, but Mr. Montagu simply repeated 
his argument of 13th October. Of course Mr. Lough’s proposal 
would have knocked the bottom out of the tax. A more important 
and reasonable amendment was Mr. J. M. Henderson’s proposal 
to make the accounting period commence, instead of ending, with 
Ist September 1914. Evidently the clause attacked profits made 
long before the War, and Mr. Montagu could only reply that the 
seeming inequality would be put right at the end of the War, or 
at the end of the duty. Mr. Holt supported the amendment, 
though agreeing that the tax must be on profits made * during 
the War ’ and not merely ‘ out of the War ’. 

Mr. Dillon wanted to re-establish the old principle of taxing 
individuals according to their ability to pay; the Excess Profits 
Duty would tax a man where he made a profit, and allow him 
nothing for a loss elsewhere. Mr. Leif Jones supported the 
Government, observing that the retrospective principle was already 

1569.57 I 
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in operation generally, since Super Tax was being paid at the War 
rate on pre-war incomes. Mr. Montagu pointed out that, if the 
Government gave business men a chance of starting their accounts 
de novo, profits might disappear through a revaluation of stock- 
in-trade. He said the principle of the tax was to catch * profits 
which were enjoyed during the War, irrespective of whether they 
were made out of the War’. 

Mr. Rutherford wanted to take as a standard the normal 
profits of a business instead of the actual profits of the two best 
of the three pre-war years. Then Mr. Holt protested that the 
exemption of professional men with larger incomes was irrecon- 
cilable with Mr. McKenna’s Budget speech: ‘We now come to 
the man who has got an excess income for the first time.” Why 
should any class be exempt, e.g. new Cabinet Ministers ? Why 
should a young broker pay the tax and a young barrister escape ? 

In his reply, after declaring that the tax was not to be per- 
manent, Mr. McKenna said that trade deputations to the Treasury 
had been satisfied with the Excess Profits Duty in principle, 
provided that it operated fairly and had a reasonable datum 
line. He thought the datum line generous, because if the tax 
lasted until 1917, * unless a firm has had during the whole of those 
three years an average profit equal to that of the best two of the 
three years preceding the War, they will not have to pay any- 
thing’. The Chancellor was less convincing when he defended 
the exemption of professional men; for his principal argument 
was that many doctors, lawyers, and others were earning less 
than before the War. If so, the tax would not affect them, and 
there was all the more reason why the lucky few who were earning 
more should pay. He promised that the referees would consider 
the case of young companies—rubber, colliery, &c.—and give 
more than the standard 6 per cent. on capital. 

After the special claims of underwriters under the Government 
scheme had been stated, the clause was passed without a division. 

When the discussion of the Excess Profits Duty was continued 
on 3rd November, some Members objected to the tax on business 
owned or carried on abroad by persons ordinarily resident in the 
United Kingdom. Companies would move their head-quarters 
from London and orders for materials would be lost. Mr. McKenna 
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explamed that the Duty would not apply to companies on which 
Income Tax was not imposed. Sir A. Markham quoted De Beers, 
which had its main office in Kimberley but sometimes held meet- 
ings in a London office. After being made to pay Income Tax, 
the directors closed the London office and met on the Continent. 
Mr. Lough could not see why farmers should not be taxed, when 
they were notoriously making big profits; Mr. Montagu replied 
that they were now being taxed for the first time, and heavily, 
under the new Income Tax rate, moreover they did not keep 
accounts and it would be difficult to work the duty. 

Since much was being made of farmers’ services to the country 
as food producers, Mr. Houston (a shipowner) cleverly proposed 
to exempt shipowning also, because shipowners had contributed 
to the needs of the country by bringing food and raw material, 
or by carrying troops ; ships were often employed most wastefully 
by the Admiralty, e. g. a 10,000 ton steamer was used as a club 
for forty officers! Mr. Holt, too, argued that the business of a 
farmer and of a shipowner was essentially the same; both 
supplied the country with food, drink, and clothing. He also 
wanted to exempt insurance and underwriting, because these 
businesses really averaged good and bad years: How can you 
average, if the Government takes all the good years? Mr.McKenna 
resisted the amendment, but promised special consideration. 

Mr. McKenna found it difficult to explain why brokers and 
agents should pay while professional men were exempted, but he 
made much of the datum line difficulty. Mr. Dickinson un- 
doubtedly spoke for public opinion when he said that there ought 
to be ‘ no exemptions at all’. Many besides lawyers and doctors 
would be exempt, such as architects, engineers, and stockbrokers, 
in fact ‘ all who lived by their wits’. 

Labour Members took little interest in these discussions ; 
but one of them, Mr. Anderson, supported Mr. Lough’s amendment 
to exempt municipal undertakings on the ground that they would 
not be making profit in the ordinary sense, only a ‘surplus’. 
Mr. McKenna was impressed by the argument, but said it would 
apply equally to Income Tax. Mr. McKenna’s argument, as 
Mr. Holt showed, destroyed his case for exempting professional 
men. Mr. Cowan thought that the datum line for professional 
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men might easily be found in their previous Income Tax assessment ; 
some men were making large war incomes, such as the architects 
of Government factories. Mr. Rutherford, taking a still stronger 
line, offered to withdraw all his amendments if Mr. McKenna 
would withdraw all his exemptions and make Excess Profits 
Duty apply to every one who had an excess income. 

A resolution which applied the Income Tax to non-residents 
was opposed (4th November) by Mr. Molteno on the ground that 
it meant taxing persons who were not represented in Parliament 
and that it would apply to firms in the Dominions as well as to 
foreigners. Mr. McKenna replied that the change was necessary 
in order to prevent people dodging the tax by having duplicate 
companies, one abroad and one here, and selling to the foreign 
company at cost prices. 

When the Excess Profits Duty clauses were resumed Mr. 
Rutherford wanted to make the pre-war standard any one of 
the three pre-war years. Sir C. Cory put the hard case of Cardiff 
merchants, who had been hit by the rising freights in 1911-12 
and 1913. Then Mr. J. Redmond and Mr. Brady put in a similar 
plea for Dublin merchants, who had been affected by a series of 
strikes in those three years. Mr. Montagu, of course, resisted, 
saying that the numerous deputations to the Treasury had been 
satisfied with the choice of two out of the three years, which was 
itself a modification of the original plan of taking the three-year 
income tax average. 

Mr. Montagu had mentioned an amendment to Schedule IV 
put down by Mr. McKenna allowing four out of six pre-war 
years for businesses with a capital * of a comparatively small 
amount’, where the three years had been ‘ years of abnormal 
depression’, i.e. average profits at least 30 per cent. lower than 
the average of the preceding three years. Mr. Montagu was now 
willing to make this apply to every business suffering from 
abnormal depression. Mr. Redmond accepted the offer gratefully ; 
Mr. Rutherford was less cordial, since the offer did not meet the 
case of a new company. Mr. McKenna offered one out of two 
years where a business had not been established for a full three 
years before the War, but he thought the case of rubber companies 
sufficiently met by the discretion of the referees to award a higher 
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percentage on capital. When several Members argued that 6 
per cent. was no longer an adequate return on industrial investment, 
since gilt-edged securities now yielded about 5 per cent., Mr. 
McKenna answered that all this was irrelevant because what he 
wanted was the rate of interest in pre-war years. Seven per cent. 
was allowed for firms, because they did not provide for the special 
remuneration of partners such as companies give to their directors. 

On 9th November the discussion of Excess Profits Duty was 
resumed. Mr. Bryce wanted to have a majority of referees 
nominated by bodies outside the Government; Mr. McKenna 
refused this, but promised that they should be men experienced 
in trade, bankers, chartered accountants, manufacturers, and 
so on. Referees were to be appointed in order to meet hard 
cases by awarding a higher percentage than 6 per cent., but only 
(1) for ‘ any class of trade or business’, not for individuals; or 
(2) for capital used in a war trade. A prima facie case had first 
to be made out to the Commissioners of Inland Revenue; Mr. 
Lough objected to this restriction on behalf of the London Chamber 
of Commerce, and other Members thought that it gave too much 
power to the permanent officials. ‘Then Mr. McKenna himself 
introduced an amendment giving a further allowance when the 
actual capital in a business was small compared with the amount 
at stake e. g. in marine underwriting. 

Mr. D. M. Mason (17th November) had a new clause to prevent 
the issue of more currency notes and to redeem them all within 
twelve months from the end of the war. He argued that the con- 
stant increase was turning the exchanges, and especially the 
American, against this country and was driving out gold. He 
quoted the British Association Committee’s first report, which 
condemned Government paper money. Mr. Montagu replied 
(1) that Mr. Mason had exaggerated such inflation as existed, 
(2) that inflation was inevitable during the War, (3) that its 
effect was small, and (4) that the American exchange was affected 
by the heavy adverse balance of trade. Mr. Bryce supported 
Mr. Montagu and said that bankers did not admit any depre- 
ciation ! 

A long discussion arose on 23rd November over the Fourth 
Schedule, which defined ‘Capital’ for Excess Profits Duty 
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purposes, a difficult point in any case, as was made clear during 
the debate; for Members failed to agree on elementary facts. 
Thus Mr. J. M. Henderson and Mr. Touche argued that capital 
meant ‘ the excess of assets over liabilities other than liabilities 
to the proprietors’, while Mr. Rutherford wanted to include 
borrowed money. Then Sir F. Banbury asserted, and Sir A. 
Markham denied, that debentures were capital. Sir Alexander 
Henderson supported Sir Frederick, quoting appropriately the 
Board of Trade returns of Railway Capital, which included 
debentures. Moreover, he said, the recent Treasury embargo 
on the export of capital applied to bonds and debentures. Mr. 
McKenna thought that the case was provided for already, because 
debenture interest was deducted from taxable profit, and the 
money obtained on debentures was invested in ‘ assets’, which 
were included in the definition of capital.. In the end the Govern- 
ment view prevailed. Then came a long discussion on ‘ goodwill’, 
but it did not change the Fourth Schedule, and the Bill was 
reported. 

On 7th December Mr. Mitchell Thomson tried to get an exemp- 
tion from Excess Profits Duty for sugar-growig in any British 
Colony or Dependency because (1) the sugar cane industry had 
a poor pre-war standard owing to the bounty system, and (2) 
home-grown beet sugar was now protected; but Mr. McKenna 
would not hear of exemptions for particular industries. One 
more protest was then made against the exemption of professional 
men, Sir A. Mond arguing that firms of solicitors or of architects 
carried on a ‘ business’ which did not depend on the exertions 
of any one partner. Finally the whole Bill was sent to its Third 
Reading. 

When the Finance Bill came up for its Third Reading the 
Chancellor of the Exchequer received many congratulations ; and 
indeed the very large additions to direct taxation which he had 
carried through did much to save the country’s credit, leading 
after the War to balanced budgets, and that at a time when our 
Continental Allies were still borrowing to meet current expenditure 
although they had confiscated a considerable proportion of their 
national debts by debasing their currencies. But many Liberals 
agreed with Mr, Bryce, who mingled congratulations to the 
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Chancellor on his conduct of the Bill with regret that members 
of the old Liberal Party in the Government had sacrificed their 
Free Trade principles so easily and for so small a return. 

Mr. Chaplin spoke up for the farmers; while they accepted 
loyally this increase in the Income Tax, they would behave very 
differently if the Government tried to make it permanent. He 
maintained that the burden of rates on agriculture had long been 
intolerable, and recalled the Agricultural Rates Act of 1896. 

While congratulating the Chancellor, Mr. G. Lambert called 
attention to the Gargantuan waste that was going on; he wanted 
still higher taxation of war profits and suggested that next year 
the tax should be 80 per cent. After a few more speeches from 
private members the Finance Bill was read a third time and 
passed. 


We have given a very full account of this, the Third War 
Budget, and of the discussions to which it gave rise. It deserves 
the special attention not only of economists and war historians, 
but of political philosophers. By proposing and _ successfully 
carrying this Budget Mr. McKenna laid the foundation of British 
War finance so far as concerned taxation. If we just escaped the 
ruin to which the policy of ‘ the last man and the last shilling’ 
seemed to be hurrying us, it was because at the critical moment 
a shuffling of offices gave us a Chancellor of the Exchequer who 
clapped on the taxes and set an example which was followed to 
the end, making the revenue keep pace with the debt charges. 
Even the Economist newspaper, which saw the approach of 
European bankruptcy and feared that we should be involved in 
the ruin of the Continent, recognized that through Mr. McKenna’s 
constructive effort ‘ our national credit has received the indis- 
pensable buttress’. It was something to open the eyes of the 
wealthy classes to the reality. To take one-third of a rich man’s 
income was a staggering proof of the proposition that modern 
war means unprecedented confiscation of property. ‘To widen 
the basis of direct taxation (by reducing the limits for exemption 
and abatement to £130 and £120 per annum) and so bring home 
the responsibility for policy to a larger body of electors, is in 
itself a real benefit in a democracy like ours.’ The heavy additions 
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to tea, sugar and tobacco would produce a large revenue. The 
chief blots on the Budget in the eyes of Gladstonian financiers 
were the failure to increase the duties on spirituous liquors and 
the readmission of Protection (for the first time since the Repeal 
of the Corn Laws) on pretexts too thin to deceive the most modest 
intelligence. It is curious that the same Budget which saved 
the national credit led to the downfall of its author, and did 
much to promote the collapse of the Liberal Party. 

On the.whole, while admitting that it was ‘ not a perfect War 
Budget’, the Economist and most of the leading exponents of 
finance regarded it with satisfaction. After all it would not have 
been easy to draw up a perfect Budget; ‘for the best of Budgets 
could not save posterity from an enormously heavy burden, 
and could not fail to cause much privation and misery. But a 
War on this scale, which is plunging thousands of families into 
mourning week after week, ought not to be surrounded and 
accompanied by an atmosphere of general prosperity, of war 
bonuses for the working classes, or of huge war profits for the 
contractors and those who manufacture for the Government.’ 
After this the black truth could no longer be concealed. Unless 
limits were put on expenditure, taxation within a measurable 
time would absorb the private incomes and devour the private 
property of the country. 

One financial critic, writing a few days after the financial 
statement, took the view that the taxation was inadequate. If 
we were fighting this War alone, without Allies to support, without 
a Continental Army to maintain, and without a Dardanelles 
expedition, this Budget on the top of the last might have been 
a sufficient contribution to the War ; for its cost would then work 
out at not more than a million a day (the Navy was costing 
£600,000 a day), or £365 millions a year, towards which there was 
already a contribution of £107 millions in the revenue as compared 
with the last year of peace, while it was estimated that another 
large addition calculated at £744 millions would come in next 
year. But with France and Russia on our backs and an army 
marooned at Gallipoli, Great Britain found itself in a predicament 
more disastrous, if not more perilous, than at the worst moments 
of the struggle with Napoleon. 
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At this crisis the Coalition Government over which Mr. Asquith 
presided had to decide whether it should risk finance, naval 
defence and command of the seas, shipping, manufactures, and 
munitions in order to enlarge the Army to the largest possible 
extent and supply men for all the expeditions which prominent 
and influential generals and the amateur strategists of the 
Cabinet demanded, or whether it should pursue the safer policy 
of limiting the Army, concentrating effort and conserving re- 
sources. 

Mr. Asquith was gradually forced by the momentum of his 
own declared war policy and that of his Foreign Secretary, with 
additional pressure from most of his new Tory colleagues, to yield 
to the full demands of the militarists. After Mr. McKenna’s 
first Budget (between November 1915 and May 1916) compulsory 
military service (conscription) was introduced and made statutory 
by Parliament for the first time in English history. ‘ The Parlia- 
mentary History of Conscription in Great Britain ’ has been told 
by Mr. Richard C. Lambert, one of the forty or so Liberal and 
Labour stalwarts, who, following Mr. Ramsay MacDonald, Sir 
John Simon, Mr. Philip Snowden, Mr. Charles Trevelyan, Mr. J. H. 
Thomas, Mr. J. R. Clynes, Mr. Arthur Ponsonby, Mr. Gordon 
Harvey, Mr. R. D. Holt, Mr. W. M. Pringle, and others, spoke 
and voted for the maintenance of voluntary service. This book 1 
contains an interesting and trustworthy summary of the parlia- 
mentary questions and debates, starting with Lord Kitchener’s 
first statement on 25th August 1914. Then follow the various 
and often evasive statements made by Mr. Asquith and other 
Ministers up to 2nd November 1915, when Mr. Asquith announced 
his readiness to adopt conscription, if necessary. Those who wish 
to study the arguments advanced at the time for and against 
conscription, may be referred to that volume. It may here be 
mentioned that before the War there had been a small section 
of Liberal Imperialists and a large section of Tory Imperialists 
eager to impose compulsory military service on the whole nation 
in time of peace, partly as a physical and moral discipline which 
would ‘ knock the nonsense out of slackers and socialists ’, and 
partly as an indispensable preparation for the coming war on the 
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Continent in which Britain, abandoning her tame role of neutrality, 
should play a great military part. 

Foremost among the pre-war champions of national com- 
pulsory service were Lords Roberts and Milner, and they had 
several enthusiastic disciples like Mr. L. S. Amery, who after- 
wards made his mark. Lord Haldane was also suspected, not 
without reason, while Secretary of War, of a readiness to introduce 
compulsory military training into the life of England, possibly 
because he knew that the secret military and naval conversations 
which he and Sir Edward Grey conducted with France, Belgium, 
and Russia in the years following 1905 might easily involve the 
nation in a great European war. After prolonged agitation by 
the Conscriptionists, who had the support of The Morning Post 
and of Lord Northcliffe’s newspapers, a National Registration 
Bill was introduced on 29th June 1915 by Mr. Walter Long, who 
described it as ‘ a grand voluntary movement to secure knowledge 
of the forces which the country possessed’. On the Second 
Reading of the Bill, Mr. Walter Long emphatically denied that 
this Bill for a compulsory registration of ‘ Man Power ’ contained 
“in some mysterious and concealed fashion, the policy of con- 
scription for the Army’. Before the House rose Captain Guest, 
Dr. Addison, Captain Wedgwood, Mr. Amery, and others pressed 
the Government to adopt the principle of compulsion. Mr. 
Tennant, however, refused to make any pledge, though he repeated 
(28th July) Mr. Asquith’s tremendous statement that Ministers 
were prepared ° to spend our last man, and last shilling, and the 
last drop of our blood’. On 15th September, when Mr. Asquith 
moved the seventh vote of credit, raising the total to £900 millions, 
he said the cost of the Army had risen to two millions a day, and 
that of the Navy to £600,000 a day. The total casualties already 
exceeded 380,000. It was, he said, a war of endurance, and he 
reiterated the Government’s determination to stake everything, 
‘our wealth, our industry, our intelligence, the lives of our 
children, the existence of our Empire’ upon what ‘ was and is 
a worthy issue’. Thereupon Mr. Amery demanded an immediate 
discussion of military service and was supported by Sir Alfred 
Mond and Captain Guest, Sir L. Chiozza Money, and Captain 
Wedgwood. At length on 2nd November Mr. Asquith announced : 
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I have no abstract or a priori objection of any kind to compulsion 
in time of war. I have nothing at the back of my mind which 
would make me go to the stake, or through some less severe 
form of penance, in defence of what is called the voluntary 
principle ’. It was, he said, ‘a pure question of practical expedi- 
ency ’, and he added: ‘I stick at nothing, I am determined that 
we shall win the War ’. 

As a fierce opposition would evidently come from the Irish 
Nationalist members, the Government, which was now rapidly 
moving towards Conscription, determined to exempt Ireland from 
the Bill. Sir John Simon resigned on 4th January 1916, and there 
was much surprise that Mr. McKenna and Mr. Runciman, two 
other members of the Cabinet who had been holding out for 
voluntary service, did not also retire. On the very next day a 
Bill was introduced, following on a promise given by Lord Derby 
in the course of his recruiting campaign to apply compulsion to 
young unmarried men in order to save the married. The Bill 
exempted from combatant service those who on conscientious 
grounds objected to taking life. In proposing this measure 
Mr. Asquith went back for a precedent to a similar system of 
compulsion applied to Cheshire and Lancashire in the time of 
Henry V. This ‘Single Man’ Bill was carried during January. 
On 15th February, speaking on the first day of the debate on the 
address, Mr. Asquith stated that ‘ in the actual theatres of war... 
in the fighting areas, we have ten times our original expeditionary 
force’. This did not include India, Gibraltar, or Malta, or troops 
sent by the Colonies. It was indeed, as he described it, a 
tremendous and unexampled drain on the manhood of the nation. 
In the face of this, he added, ‘ we have not only to pay our way— 
a serious matter in itself—but we have to take a leading part... . 
in providing a certain part of the sinews of war for our Dominions 
and our Allies’. It was not a question of supplying gold, but of 
supplying the necessaries of war, food, munitions, coal, ships, 
with other commodities and services. Besides this there was 
finance. Already our outstanding liabilities, he said, *‘ had reached 
a figure quite without precedent in the financial history of this 
or I believe of any other country—a figure so gigantic that when 
in the course of time those obligations come to be liquidated it 
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will be found that they impose a sensible and indeed a serious 
strain on this country for a generation to come’. 

After a time it turned out that the Military Service Act had 
not carried out Lord Derby’s pledge of single men first, and the 
administration of the Act caused such trouble and such disagree- 
ment that Mr. Asquith on 19th April acknowledged that the 
break-up of the Government was threatened. But on one point 
Ministers were agreed. ‘The Cabinet is united in believing that 
such an event would be a national disaster of the most formidable 
kind.” To avoid this disaster secret sessions were held, during 
which Mr. Walter Long introduced another measure of partial 
compulsion. On 2nd May Mr. Asquith announced that the Cabinet 
had at last agreed, and that a measure of universal compulsion 
would be produced. Next day the ‘ Military Service’ (General 
Compulsion) Bill was introduced, extending the obligation to 
military service in the Act passed on 24th January to every male 
British subject between the ages of 18 and 41. On the next day 
the rejection of this Bill was moved in an able speech by Mr. R. D. 
Holt. For the Government Mr. Lloyd George entered an ardent 
plea for conscription, saying that its principle was Liberal and 
democratic. Had it not been adopted by the French people 
at the time of the French Revolution to defend their liberties 
against the Monarchists? Mr. Pringle, who followed, rated 
Mr. Lloyd George for describing compulsion as ‘ a sacred principle 
of Liberalism and democracy’. Here, he cried, is a new Moses 
who has found out the true secret of liberty and has come to 
lead us to the promised land. The only complaint of the Conser- 
vatives was that Mr. Lloyd George had not discovered the value 
and advantages of compulsory service a year before. No doubt 
if Ireland had not been exempted from the operation of the Bill, 
the Irish Members would have obstructed vigorously. As it was 
they took no part. The majority of the Liberal Members either 
voted with the Government, or abstained, on the ground that the 
Cabinet was a Committee of Public Safety and that whatever it 
demanded for the purpose of the War must be granted. The 
arguments against the Bill, moral, political, and financial, were 
put briefly by its opponents, and sometimes the anti-conscription 
vote rose above 60. The Third Reading was carried on 16th May. 
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It is not our business here to recount the arguments for and 
against conscription. But the view of its opponents that the 
Navy and the command of the seas were of supreme importance, 
and that the Army was already quite as large as was consistent 
with the safety of the country and the necessity of maintaining 
our supplies of food, munitions, and trade—on which after all 
the very existence of the Allied armies depended—was not 
satisfactorily answered. It is true that Great Britain scraped 
through without absolute disaster; but there is no proof that 
the policy of the Government was right or that the abandonment 
of voluntary service and the addition to the Army of an inferior 
class of soldiers contributed to the ultimate victory. It did, 
however, contribute enormously to increasing the cost of the War, 
and it facilitated the dispatch of numerous expeditions to minor 
theatres where no decisive results could be expected, or indeed 
any results commensurate with the cost. That conscription 
aroused bitter detestation in the country is shown first by the 
haste with which Mr. Lloyd George (in spite of strong protests) 
abandoned it after the War, and secondly by the fact that among 
those who led the opposition to it were the future Premier, 
Chancellor of the Exchequer, and other popular politicians in the 
first Labour Government of 1924. 


CHAPTER V 
THE FOURTH WAR BUDGET, 1916 


Mr. McKenna introduced his second Budget as early as the 
fourth day of the financial year (4th April), and his promptness 
may have warned tax-payers to expect heavier burdens. His 
speech was bald and businesslike, never straying into those 
generalizations and reflections which the comparatively small 
waste of life and treasure during the Crimean War excited in 
Mr. Gladstone. 

In the past year expenditure had fallen short of his September 
estimate (£1,590 millions) by £31 millions, mainly because the 
advances to the Allies and Dominions were less than had been 
anticipated owing to the action of the Canadian and French 
Governments, the former having borrowed in Canada and the 
United States, while the latter had raised a loan in London. 
There were also sums actually received by the Allies but yet not 
brought into account. On balance the total financial assistance 
given to the Allies came to £313 millions as compared with an 
estimate of £354 millions. To finance purchases of food and 
munitions from the United States without a breakdown of the 
exchanges, Mr. McKenna had devised the ‘ Dollar Securities ’ 
scheme, under. which the Treasury bought certain kinds of 
American securities, such as railway bonds and Canadian Pacific 
Railway shares. These it sent over to America instead of paying 
in gold, which would not have gone far, or in goods and services, 
which were wanted at home. Thus the financial strength of 
the country was being rapidly diminished; for this ingenious 
expedient masked a deplorable surrender of the capital slowly 
accumulated abroad in years of peace and prosperity by British 
investors. The purchase of these securities. was included in the 
expenditure for 1915-16, although a considerable proportion of 
them had not yet been realized, and so constituted a British 
asset in America. 

The revenue at £377 millions was £32 millions above the 
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September estimate, although (through the delay in passing the 
Finance Bill) only £140,000 of Excess Profits Duty had been 
collected instead of the six millions anticipated. On the other 
hand, forestalments of revenue properly belonging to 1916-17 
amounted to £7 millions, so that the true increase in revenue 
was £31 millions. The past year’s deficit came to the appalling 
total of £1,222 millions, of which about half had been raised by 
the 43 per cent. War Loan and £50 millions by the Anglo-French 
Loan in America. 

Turning to the debt Mr. McKenna reminded the House that 
we started the War with a National Debt of £651 millions; in 
1914-15 we added £458 millions ; in 1915-16 the addition (after 
allowing for the effect of conversions, which reduced the capital 
amount of Consols while increasing the interest charge) was 
£1,031 millions, making a total of £2,140 millions. But he con- 
soled himself with the reflection that ‘ nothing like the whole of 
it will fall as a permanent dead-weight upon the finances of this 
country ’, since a large portion consisted of advances to the 
Allies and Dominions which would be repaid after the War. 
In a full year the debt charge would amount to £95 millions— 
a prodigious charge on the people. But our financial position 
remained sound ; for ‘ we never borrow a pound without making 
provision in advance by new taxation, sufficient to cover both 
interest and a liberal sinking fund ’. 

Unfortunately the prospect was worse than the retrospect. 
As our resources diminished, the demands upon them went on 
growing. The new estimates would outstrip those of the past 
year. War services, including the Navy, the Army, and the 
Ministry of Munitions, would require £1,150 millions, or more 
than three millions a day. Advances to Allies and Dominions 
would require £450 millions ; the Consolidated Fund, including 
interest on the debt, would require £138} millions. Finally the 
Civil Services and other charges would bring up the total expendi- 
ture to £1,825 millions, or almost exactly five millions a day. 
Mr. McKenna still looked forward to ‘ serious economies’; for 
we were ‘reaching the measure of our full expansion’, though 
these economies might not do more than offset the rise in prices. 

With this expanding deficit before him the Chancellor of the 
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Exchequer proceeded to inquire upon what principles the pro- 
vision of revenue should be based. First, he said, we must 
provide for interest and sinking fund on the debt, and for this 
purpose we ought not to take into account revenue obtained from 
a temporary tax like the Excess Profits Duty. His permanent 
revenue for the financial year just begun he estimated at £423 
millions, with a further £86 millions (a pleasing under-estimate, 
for the duty actually brought in £140 millions) from the Excess 
Profits Duty. But this total included £7 millions of forestalments, 
which left a net revenue of £502 millions. Deducting this from 
an expenditure of £1,835 millions he arrived at a prospective 
deficit of £1,323 millions, which would have to be borrowed. 
Allowing interest at 5 per cent. and a 1 per cent. sinking fund 
(to pay off the debt in thirty-seven years), the new charge would 
be £79 millions. As last year’s revenue came to £330 millions 
without forestalments the true increase of revenue for 1916-17 
would be £93 millions, or more than sufficient to cover interest 
and sinking fund on the sums which would have to be borrowed 
during the year. 

Many suggestions for new taxation, which had been offered to 
the Chancellor, were dismissed as not sufficiently remunerative. 
There is, he pointed out, a limit in practice to the number of new 
taxes that may be imposed at any one time; and, as revenue 
was the first object, he had no use for small taxes. He could recall 
no parallel in financial history to the willingness displayed by our 
citizens as a whole to submit to the exactions of the tax-gatherer ; 
‘but it would be a mistake to drive this spirit of public sacrifice 
too hard’. It may have been only a rhetorical device of 
Mr. McKenna’s to ‘explain his reasons for not inviting the 
Committee to assent to higher taxation than the burdens which he 
was about to propose’; for they must have seemed heavy 
enough. First of all came a swingeing addition to the Income Tax, 
small indeed on the lower incomes but rising to 1s. 6d., bringing 
the maximum rate of tax up to 5s. in the pound. Roughly 
summarized, earned incomes up to £500 a year were to pay 
2s. 3d., earned incomes between £500 and £1,000 paid 2s. 6d., 
and the scale would reach 5s. above £2,500 a year. On‘ unearned ’ 
or investment incomes the new scale began at 3s. on incomes 
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below £300, rising by stages of 6d. to 5s. on incomes above £2,000. 
All these charges, of course, were subject to the existing statutory 
abatements and allowances. 

It was necessary, Mr. McKenna said, to deduct tax at the full 
rate of 5s. in the pound from all ‘ unearned’ incomes, but as 
many people with an investment income have also an earned 
income and therefore pay by direct assessment, ‘ wherever 
possible the allowance on the unearned income will be made by 
adjustment in the assessment in respect of earned income’. 
Such was the growth in the income subjected to tax, with the 
liability extended to every one earning over £2 10s. Od. a week, 
that the increase in the rate of the tax was expected to produce 
£435 millions. Since the increase in the tax was so graduated as 
to fall heavily on the larger incomes, i. e. those exceeding £2,000 
a year (investment) or £2,500 a year (earned), Mr. McKenna did 
not think it necessary to propose any change in the rate of 
Super Tax. 

Much complaint had been made about ‘ double Income Tax’, 
i.e. taxation of the same income in the Dominions and in the 
United Kingdom; for the moment Mr. McKenna decided to 
leave things as they stood, but with this concession that where 
the Dominion tax was not less than Is. 6d. the tax-payer would 
be ‘entitled to claim repayment of the additional rate now 
imposed’. Another concession was that income received as pay 
for service in the Navy and Army would not be subject to the 
additional rates of tax. 

Turning to Customs and Excise Mr. McKenna proposed new 
imposts, estimated to yield £21,800,000, not allowing for forestal- 
ments of.£350,000. The first of these was a novelty—an Enter- 
tainment Tax, which had been suggested by the large amount 
of money spent (and, as some thought, wasted) on cinemas and 
music halls; Mr. McKenna proposed to put a tax on all tickets 
for entrance to amusements such as ‘ theatres, cinemas, football 
matches, horse-races, and other similar shows’, and he expected 
to get most of his revenue from the cinema picture palaces. He 
would not give any estimate of the number of visitors to these 
shows, but he thought that ‘ a large proportion of the inhabitants 
of our country, of both sexes and of all ages, visit picture palaces 
1569,57 K 
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at least once a week’. The scale was graduated from one half- 
penny on an entrance fee of twopence to one shilling on a fee 
of twelve and sixpence, and thenceforward with an additional 
shilling for every half-sovereign. No precise estimate could be 
given for the yield, but he guessed it at £3 millions. 

Then, ‘ with some reluctance’, Mr. McKenna proposed a tax 
upon railway tickets. Short journeys were left untouched, on 
the ground that in most cases they were ‘only taken for the 
purpose of travelling to and from home and the work-place’ ; 
on all journeys costing 93d. to 1s. he proposed a tax of 1d. with 
an additional ld. for every additional ls. From this tax he 
expected another £3 millions; but the proposal was so badly 
received that it was soon abandoned. 

A more substantial proposal was the addition of a halfpenny 
per pound to the Sugar Tax. ‘We’, by which Mr. McKenna 
apparently meant the Sugar Commission, ‘ are now selling sugar 
wholesale in bond at just over 23d. a pound; in New York the 
price is just under 3d. The price was thus lower than in New 
York, ‘ without allowing any charge for freight, insurance, and 
handling, which, in the ordinary way of trade, would now be 
approximately one penny per pound’. As it was impossible to 
sell at this cheap rate, he proposed to add a halfpenny to the price 
and to take it in the form of duty, which was estimated to yield 
£7 millions. 

Another shaft aimed at teetotalers was an increase in the 
cocoa, coffee and chicory duty from 3d. to 6d. per pound; these 
increases were expected to bring in £2 millions. Many will be 
surprised to learn that £1,650,000 was expected from cocoa and 
only £350,000 from coffee and chicory; in the current year 
forestalments would reduce the sum by about £350,000. 

Undaunted by the example of a previous Chancellor, Robert 
Lowe,' whose match tax was mobbed out of existence forty-five 
years earlier, Mr. McKenna asked the Committee to assent to 
a duty on matches, which was expected to bring in £2 millions ; 


' Mr. Lowe had suggested ‘ Ex luce lucellum’ for the taxed box of matches, and 


a popular rhyme, inspired by the protests of the girls who sold matches in the streets 
of London and other towns, ran thus : : 


* “* Ex luce lucellum ” we all of us know, 
But if Lucy can’t sell °em, what then, Mr. Lowe ?? 
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the rate was to be 3s. 6d. Customs and 3s. 4d. Excise for every 
10,000 matches, or roughly 4d. a thousand. 

A further two millions was to be obtained from mineral 
waters, cider, and perry. With the idea of differentiating between 
the cheaper and the more expensive kinds of table waters, 
Mr. McKenna proposed to charge 4d. per gallon on those prepared 
with sugar and 8d. per gallon on all others ; cider and perry were 
to pay 4d. per gallon. 

Motor-cars and motor-cycles were already taxed on a scale 
increasing with the amount of horse-power, though the formula 
for discovering the horse-power was an unscientific and inaccurate 
one. Motor-cycles paid £1 and motor-cars anything from £2 Qs. Od. 
to £42. Mr. McKenna proposed to double the duty on cars not 
exceeding 16 horse-power and to treble the duty on _higher- 
powered cars; motor-cycles up to 4 horse-power were to pay 
two guineas, and above that point three-fourths of the duty 
charged on motor-cars of like horse-power. These increases 
were estimated to raise the current year’s revenue by £800,000. 

All these new or increased Customs and Excise Duties, when 
added together, and after allowing for forestalments, were 
estimated to yield £21,450,000, making with the £43} millions 
expected from the increased Income Tax a new revenue of £65 
millions. But this fell far short of the whole anticipated increase 
for the year, even leaving the Excess Profits Duty out of account. 
On these estimates the true revenue of 1916-17 would exceed that 
of its predecessors by the much larger sum of £93 millions, the 
difference being mainly due to the fact that in 1915 the increase 
of taxation did not take place until September, and consequently 
in the case of nearly all the new taxes there was a run of only six 
months. 

In view of the immense harvest of profits which was being 
reaped by manufacturers and contractors out of public money, 
and of monopoly gains in almost every branch of business, the 
Excess Profits Duty was generally recognized as a fair tax. 
Indeed, something of the kind was urgently demanded by public 
opinion quite apart from the amount of revenue it might bring 
in. People who did not participate in these gains smarted under 
the burden of rising prices, and loud complaints were made about 

K 2 
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the patriotism of the profiteer. It was suggested that. the Excess 
Profits Duty should be raised from Mr. McKenna’s earlier 50 per 
cent. to 70, 80, 90, or even 95 per cent. These proposals, 
Mr. McKenna said, were too extreme. The matter must be con- 
sidered in all its bearings. Thus he argued : 


‘A great firm carrying on a large business, far in excess of its usual 
operations, cannot do so in most cases without accepting great responsi- 
bilities and running grave risks. Further, we must not overlook the fact 
that after the War many of our traders will have to compete with neutral 
rivals who have been able, through War prices, to build up immense 
reserves of capital which have not been subjected to taxation.’ Never- 
theless large profits were still being made, and it would be unwise to over- 
look the effect upon the public mind of the great fortunes accumulated 
during the War, ‘ while so many persons have to bear heavy taxation out 
of seriously reduced incomes.’ 


On a balance of argument Mr. McKenna asked the Committee 
to raise the Excess Profits Duty from 50 to 60 per cent. The 
total effect of this increase, coupled with the full new charge 
for Income and Super Tax, would mean, in the case of very rich 
persons, who had made exceptional fortunes, that they would 
pay, for the three taxes combined, no less than 77 per cent. out 
of their excess (or war) profits. In order to prevent a leakage in 
taxation which might become serious, Mr. McKenna provided for 
the taxation of excess profits realized by the sale of profit-produc- 
ing assets. 

Most people regarded the Munitions Levy as an unsatisfactory 
form of tax, and it came into conflict with the Excess Profits 
Duty. Mr. McKenna could see no way of dealing with the matter 
except as follows : 


‘A controlled firm, which paid Munitions Levy into the Exchequer 
through the Ministry of Munitions, will be relieved from any further 
obligation to pay Excess Profits Tax under the Finance Act, provided 
that the amount paid through the Ministry of Munitions is not less than 
the amount which would have been paid under the Finance Act. If it 
be less, however, the difference will have to be made up.’ 


The two duties were expected to realize £86 millions during 
the year; but this estimate was framed not so much on the basis 
of the amount liable to be paid as upon that ‘ of the amount 
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which our machinery will enable us to collect during the year’ ; 
and there would be large amounts standing over at the end of the 
year. This proved a very true prophecy ; some big companies 
could not submit completed accounts to their shareholders for 
years after the normal date. And in many cases profits gained. 
in the period of inflation evaporated during the slump of 1920 
and 1921. 

Beer and spirits were left practically untouched. After the 
hostile reception accorded to Mr. Lloyd George’s proposal by the 
Tories a year earlier, a Coalition Chancellor could hardly be 
expected to navigate a channel so beset by rocks and currents. 
In spite of Mr. Lloyd George’s addition of 17s. 3d. a barrel in his 
November budget Mr. McKenna expected a reduction in the yield 
of the Beer Duty in consequence of the restrictions placed on 
output. Spirits, too, were estimated to show a decline in true 
revenue of over £2 millions owing to diminished consumption. 
The Minister of Munitions had taken over the bulk of the distil- 
leries in connexion with the production of explosives. Although 
this action would not reduce the immediate supply of spirits for 
consumption, as they had to be at least three years old, it would 
tend to raise prices. Should a rise not warranted by the addi- 
tional restrictions take place, Mr. McKenna said he should ask 
the Committee to absorb it by an increase in the Spirit Duty. 

Certain duties had been imposed for the first time by the 
September Budget, and these, with the additional duties on tea 
and tobacco, would all expire on Ist August 1916. Of course 
these duties would continue for the whole of the financial year, 
and a second Budget would be introduced before the 31st of July 
in order to renew them, whether they were increased or not. 

In his September Budget Mr. McKenna had (as we have seen) 
laid a small number of high protective duties on certain imports, 
which he defended against free-trade criticism as a means of 
checking the imports of luxuries and providing more ship space 
for the import of essentials. He now announced that the Govern- 
ment had arrived, as the result of six months’ experience, at 
a better method of dealing with the problem by ‘ the growing 
scheme of prohibition which is being applied by the Board of 
Trade’. Mr. McKenna went on to say : 
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‘The Committee will have noticed that I have not so much as discussed 
the question whether fiscal duties might now be properly used for controll- 
ing and directing trade in a way advantageous to ourselves and injurious 
to our enemies. My colleagues and I are all satisfied that any attempt 
in this direction would be met by the insuperable preliminary difficulty 
that the necessary men and machinery could not be found at the present 
time to give effect to any large new proposals. We are not alone in this 
difficulty. I am informed that in France, for similar reasons, an Income 
Tax, although strongly advocated, has proved impracticable.’ 


This second method of prohibitions and licences was maintained 
after the War by the Board of Trade, and was only overthrown 
as the result of a strong agitation and a series of adverse decisions 
in the Court of Law. Of all the legacies left by the War the 
system of licensing trade was the most unpopular with business . 
men. 

Summing up his estimates Mr. McKenna reckoned that the 
total true revenue at the close of the financial year would be £509 
millions. Deducting Excess Profits Duty, as temporary income, 
the permanent revenue would be £423 millions. The debt by the 
end of the year would have mounted to £3,440 millions. But with 
an optimism more convenient than justifiable Mr. McKenna 
deducted the £800 millions of advances to the Allies and the 
Dominions as a sound asset, and so arrived at a net debt of 
£2,640 millions. On this the debt charge for interest and a sub- 
stantial sinking fund might be put at £145 millions. 

What would be the position of the country if peace came at 
the end of the financial year? Our expenditure in the last full 
year of peace, excluding the debt charge, was £173 millions. 
Ifi—a very big 2f—the ordinary services cost no more after the 
War, they would have a post-war budget of £318 millions, to 
which Mr. McKenna added another £20 millions for war pensions. 
On these lines the permanent revenue after another year of war 
would leave a surplus of £85 millions; but, he added, ‘ I give 
these figures under great reserves; many of the factors cannot 
be definitely estimated’. These hopeful hypotheses were shattered 
by events. But the contrast he drew between British and German 
finance to show the superior strength of our position was fully 
justified. For, whereas Great Britain was raising £300 millions 
by new taxation imposed since the war, Dr. Helfferich could 
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only announce a doubtful increase of £24 millions. If the finances 
and staying powers of our Allies had been equal to ours the result 
could not have been doubtful. But unfortunately France and 
Italy were more and more dependent upon British aids and 
credits; and the great Empire of Russia, to which the part of 
steam roller had been assigned, was rapidly approaching collapse. 
However, the British Chancellor of the Exchequer had done his 
best, if not in preventing waste at least in raising revenue, and 
had played his part manfully by presenting a Budget inadequate 
indeed, when we contemplate the frightful gap between revenue 
and expenditure, but yet remarkably bold and honest when 
compared with that of the other belligerent nations, and providing 
enough new taxation to leave the country in a solvent condition 
should peace happily supervene to end the carnage and destruc- 
tion by the end of the twelve months over which his proposals 
were to operate. 

The Economist of 8th April described Mr. McKenna’s Budget 
as an unqualified success. Indeed, Mr. Hewins complained on 
behalf of the Tariff Reformers that he had raised too much 
money! The previous year’s estimates were remarkably close. 

The same day ‘ F. W. H.’ wrote in the Economist : 


‘This is the third Budget I have listened to in the course of eleven 
months. First came Mr. Lloyd George last May with a speech full of 
taxing precepts, but with no taxes. At last in September the taxes arrived, 
and the second Budget was unfolded in a business-like exposition of our 
national finances. I liked Mr. McKenna’s speech better on that occasion 
than his scheme of taxation, which was marred by protective duties on 
hats, clocks, &c.’ 


He was atoning for Mr. Lloyd George’s failure to impose taxation. 
‘ At that time the expenditure and the commitments of the nation 
in all parts of the world were rising month by month, as if to 
illustrate Mr. Lloyd George’s theory that you cannot run a war 
on principles of limited liability. A preference of quantity to 
quality and of numbers to technique was then the predominant 
fallacy. The Government set the tune, and hardly an independent 
journalist was allowed to raise his voice.’ He quoted the Chan- 
cellor of the Exchequer as saying, ‘ We are reaching the measure 
of our full expansion, and we may reasonably look for economies 
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which were difficult, if not impossible, under the conditions of the 
early stress’. Mr. McKenna, however, had added that the result 
of economies might not do more than make up for the rise in 
prices : 


‘There were no digressions, and there was very little ornamentation ; 
the whole subject was conceived in a Doric style of financial architecture. 
It was better than any financial statement I can recall since the days of 
Sir William Harcourt, . . . It was a Budget of honest workmanship. There 
was no mystery or mystification, no attempt to disguise the unpalatable 
truth. .. . It was only an outline map ; but the boundaries were distinct, 
and any competent man of business will be ablg to find his way about. 
Every tax was for revenue; there was no pretence and no favouritism. 
The Government has drawn, and is still drawing, from what may seem to 
be the almost bottomless well of national savings, the vast stores of wealth 
accumulated by seventy years of Free Trade. But the public credit stands 
unshaken, thanks to the principle of providing new taxes in advance 
sufficient to cover both interest and a liberal Sinking Fund on the new 
debt. Except for the tax on sugar and cocoa no addition was made to the 
cost of foodstuffs which, indeed, have been rising fast enough, owing mainly 
to the shortage of shipping and the rise of freights. It seemed to me that 
Mr. McKenna was rather too hopeful about his margin for remitting 
taxation after the War. The debt is being contracted in a period of highly 
artificial prices’ and will have to be repaid ‘ when a sovereign recovers 
something like its old purchasing power. . . . We must not expect the yield 
of taxes to be so high after peace. . . . I was glad to hear Mr. McKenna’s 
confidence about the repayment of loans by our Allies.’ 


We have quoted this impression of a critic who listened to the 
Financial Statement, to show the feeling of confidence which the 
spoken word created at the time. 


Debate on Fourth War Budget 


By forming the First Coalition Mr. Asquith had staved off 
Conservative criticism of the Government’s war measures. The 
groups of Liberal and Labour Members who desired to bring about 
peace by negotiation were well pleased with a Budget which not 
only reminded the country of the growing cost of the War but 
checked the odious enthusiasm of the profiteers. In the discussion 
which followed on the Budget Statement, Mr. Wardle, a Labour 
Member, praised the attempt to raise a large part of the War 
costs by taxation as ‘ a courageous and sensible policy’ ; but he 
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did not like the railway-ticket proposals, arguing that, as the 
Government controlled the railways, they could get a larger 
amount in other ways; nor did he approve of the Match Tax. 

Among the Irish Nationalists—who felt their hold on Ireland 
slipping away—the Budget provoked criticism. Mr. W. O’Brien, 
perhaps hoping to repeat the successful attack on Mr. Lloyd 
George’s beer and spirit duties, protested against the Budget 
so far as it affected Ireland, and asserted that the new taxation 
would increase the ‘ over-taxation of Ireland’ to at least £11 
millions a year. Not that he objected to any particular proposal ; 
what he disliked was the treatment of Ireland ‘ as if she were an 
English shire’. 

As the problem of Irish finance continually cropped up in 
Parliament and the newspapers, we may here properly and usefully 
interpose a few observations. The historical grievances of the 
Irish Catholics and peasantry under landlordism, the penal laws 
and the English Protestant ascendancy from the battle of the 
Boyne to Catholic emancipation (1829), the Irish famine (1849), 
the Disestablishment of the English Church in Ireland (1869), 
the reform of the Irish Land Laws and the Home Rule Movement, 
would be the subject not of a paragraph or a chapter but of 
a volume. That in the days of Protection, from the Union in 
1801 down to 1860, the poor of the United Kingdom were over- 
taxed, because the rich did not contribute in proportion to their 
ability, and that Ireland (the poorest part) suffered most from 
that system is incontestable. But from 1860 onwards the system 
was gradually altered by graduated income tax and death duties 
until the fiscal system became very favourable to the working 
classes of the whole United Kingdom. On this occasion 
Mr. O’Brien said that the Union ‘ forces the poorest country in 
Europe to live up to the household expenses of the richest country 
in Europe’. That sounds plausible. But what it actually did 
from (say) 1868 until the establishment of the Irish Free State 
was to allow Ireland to live up to the English standard, e. g. in 
the Judiciary and Old Age Pensions, and in other services, such as 
elementary education, Universities, agricultural development, and 
the Royal Irish Constabulary, without paying for them anything 
like as much as it received. No tax was imposed on Ireland 
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which was not imposed on England; but Ireland was free from 
some taxes (e.g. carriage and railway passenger duties) which 
were imposed on England. Taxation in the United Kingdom 
had been for many years imposed increasingly on people with 
large or substantial incomes. But as incomes in Ireland were 
smaller than incomes in the rest of the United Kingdom the 
amount of taxation had been not only relatively. but absolutely 
smaller. Thus, according to the 64th Report of the Commissioners 
of Inland Revenue (p. 128), the assessments to income tax in 
Ireland came to a few pounds under £44 millions out of a total 
of £2,061 millions in the United Kingdom, and the ‘ net produce 
of tax’ was only £4,664,000, while for the United Kingdom it 
was £222 millions. The population of Ireland was one-tenth 
that of the United Kingdom, and it will hardly be suggested that 
the whole income of Ireland was less than one-fortieth of the 
whole. In reality Ireland happened to be forced into partnership 
with a wealthy firm. At first the poor partner got no benefit ; 
but gradually he began to put down most of his household 
expenses to the business. That this was an unwilling partnership 
does not affect the financial result, though it gave the Irish a 
political and sentimental grievance of profound consequence— 
a grievance which, in consequence of Mr. Asquith’s refusal to 
carry out the Home Rule Act, was now leading to rebellion, 
republicanism, and civil war. Mr. O’Brien on this occasion 
complained that few munition contracts had been given to 
Ireland as compared with the Dominions ; he suggested (no doubt 
truly) that economies might be made in Irish administration ; 
in particular he wanted to repeal the Insurance Acts so far as they 
effected Ireland, and in conclusion he demanded a_ separate 
Budget for Ireland. Later in the discussion Mr. Ginnell went on 
to the length of contending that there was no taxable income in 
Ireland ; from which it followed that Ireland ought to be ‘ tax 
free’. 

From Ireland discussion passed to the grievances and growing 
burdens of the rich, who were finding war Budgets much worse 
than the socialistic pre-war Budgets of Mr. Lloyd George. Their 
hard case was raised by Sir Frederick Banbury, who drew atten- 
tion to the large sum (£200 millions) to be raised by Income 
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and Super Tax and Death Duties ‘ from a very small class of tax- 
payers in a large community ’. 

Sir J. Walton emphasized the dangerous growth of short- 
dated obligations, pointing out that Treasury Bills and Exchequer 
Bonds already amounted to £646 millions. That war on this scale 
is accompanied by an orgy of waste and extravagance all history 
tells. Sir Joseph declared that ‘ untold millions were being waste- 
fully spent in connexion with the Army and the Navy and the 
Ministry of Munitions’. However victorious we might be in 
the War he predicted that we should not get much relief from any 
Germany indemnity; hence the need of drastic economy all 
round. Mr. Illingworth, a manufacturer, agreed generally with 
the Budget, but thought that the Excess Profits Duty was rather 
too high, because there was much wastage in many businesses, 
especially in those using machinery, while (owing to higher prices 
and heavier working costs) nearly all excess profits were being 
employed as working capital. He suggested that, instead of 
raising the Excess Profits Duty from 50 per cent. to 60 per cent., 
Mr. McKenna should make the addition of 20 per cent., but require 
the owners of the businesses to put the money into Exchequer 
Bonds; thus the Government would have the money now while 
the businesses would still have their credit and their capital for 
use after the War. 

Mr. J. Mason thought the new taxation inadequate and 
regretted the loss of revenue which must result from the prohibi- 
tion of certain taxed imports such as motor-cars. He made two 
useful suggestions ; the first of these was that instead of raising 
the Excess Profits Duty Mr. McKenna should apply the principle 
of excess profits to private incomes, i.e. that where private 
individuals in business, after paying the duty, were * still in 
receipt of a larger income than they had before the War’, they 
should pay part of this excess to the Government. Secondly, he 
begged the Minister of Munitions to bring the principle on which 
controlled establishments were taxed into line with the principle 
of the Excess Profits Duty, so that such factories would have 
‘ an interest in increasing the output and making as much profit 
as possible; otherwise there would be every inducement to hide 
away as much profit as could be hidden in putting the shop in 
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order’. Since the end of the War would be followed by reduced 
receipts from Income Tax and some other sources of revenue, 
‘ the excess of all incomes which were larger than they were before 
the War should be devoted to War purposes’. In our view 
Mr. Mason was right. An ‘ Excess Income Tax’ ought to have 
been imposed during the early stages of the War. As we shall 
see later, Mr. Bonar Law, when he succeeded Mr. McKenna at the 
Exchequer, argued as if the Excess Profits Duty was in fact the 
same as an Excess Income Tax. 

Mr. T. Lough, author of England’s Wealth Ireland’s Poverty, 
divided the War so far into three financial periods: (1) the five 
or six months of no taxation, (2) the six or seven months of too 
small and too few taxes, and (3) the five months of too many 
and too large taxes. He also protested against the Sugar Duty, 
arguing that it would press very heavily on Ireland. He con- 
tended that the Sugar Commission imposed a further secret tax 
on the country, because the price had gone up from twopence to 
fivepence halfpenny per pound with a tax of one penny. This 
attempt of the Government to manage the sugar trade might have 
warned Ministers and the House of Commons against multiplying 
controls. But it had no such effect. 

Sir J. Harmood-Banner, speaking for the capitalists engaged 
in war industries, complained that arrangements between the 
Ministry of Munitions and controlled firms to promote the exten- 
sion of works by giving them special terms of depreciation were 
beg annulled by the Chancellor of the Exchequer under his 
Excess Profits Duty. 

Mr. Timothy Healy, the brilliant Irish lawyer who was after- 
wards to be Governor-General of the Irish Free State, criticized 
the Ticket Tax because it would tax a ticket to Dublin twice as 
heavily as one to Paris; he re-echoed Mr. O’Brien’s demand 
for a separate Irish Budget, but also complained that Government 
grants for cottage building in Ireland had been stopped, an incon- 
sistency, but a very natural one, since Ireland was not to pay for 
these cottages. Some Members from Ireland took a different 
line; Mr. Coote (South Tyrone), for example, disagreed with 
Mr. O’Brien and Mr. Healy, thinking it ‘ disgraceful for Irishmen 
to come here and plead that they are being imposed upon’. 
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* Farming people’, he said, ‘ are having the time of their lives, 
and in view of the tremendous prices of cattle and produce of all 
kinds in Ireland it is not right to say that the Irish people are in 
a backward position and unable to pay their taxes.’ 

Mr. Barnes repeated his opinion of seven months earlier that 
‘too much was left to loan and too little taken by taxation’. 
He emphasized the cry of Labour that conscription of life should 
be accompanied by conscription of capital. ‘Since we have 
applied the principle of compulsion to the young men, having 
forced them into the Army, the same principle of compulsion 
ought to be applied to a greater extent to the wealth of the 
country.’ He regarded incomes of £10,000 or £20,000 a year as 
an anomaly. * At the end of the War it will not be so easy to get 
money as it is now ’, when people are getting good wages and large 
profits. When peace came the War industries would suddenly 
disappear. We shall see later how little effect Mr. Barnes gave 
to his views when he became a member of the War Cabinet. 
Coming to Mr. McKenna’s proposals he criticized some as being 
too heavy, e. g. the Sugar and Tea Duties, and made much of the 
hard case of ‘the man with £200 a year’, who was being ‘ hit 
very hard by the Income Tax, perhaps more so than any other 
class ’. 

Actually, this ‘ hard case ’, if he had a wife and family, hardly 
paid Income Tax at all; for he enjoyed an exemption of £120 
for himself with allowances of £25 for each child under 16. 
Mr. Barnes’s complaint about the workman travelling twelve 
miles, on whom the new Ticket Tax would ‘ fall with crushing 
weight ’, was equally irrevelant, since such a traveller was not 
affected by the proposed tax. Mr. Barnes would have preferred 
a tax on letters to one on matches, evidently thinking that light 
is better than learning ! 

Mr. Dundas White, a disciple of Henry George, argued that 
Land Values should be taxed, and that the increased tax on 
buildings under Schedule ‘A’ of the Income Tax would have 
a disastrous effect on the building trade. As for the Ticket Tax 
it would fall mainly ‘ on places far removed from the centres of 
population ’, whereas we ought to aim at developing the country 
districts. Mr. Godfrey Collins, formerly a sharp critic of Govern- 
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ment finance, now congratulated Mr. McKenna on his courage ; 
but he did not like the Ticket Tax. The growth of the National 
Debt alarmed him. He was sure that some of the Allies could 
never repay the advances made to them, and he thought that 
‘this rich country’ could hardly ask the poorer Allies to pay. 
We must expect a period of bad trade after the War; we should 
then have sold our securities abroad; the yield both of direct 
and indirect taxes would decline. He dwelt on the contrast 
between our Budget and that of Germany, where the Chancellor 
had just told the Reichstag that he had made no attempt to raise 
by taxation the money to pay the interest on the debt created 
by the War; even the civil Budget of Germany showed a heavy 
deficit. Mr. Collins, whose strong opinions on this subject were 
supported by the Economist, pressed for economies and for a 
stricter control over expenditure by the House of Commons. 
In particular Mr. Collins took strong and, as we think, well- 
founded objection to the presentation of token votes to the House 
of Commons, a device well calculated to promote all-round 
extravagance—waste on essential services and needless expendi- 
ture on non-essentials, including costly expeditions to theatres 
where victory and conquest could not affect the main issue of the 
struggle. 

Mr. Tickler also regretted that taxation was not imposed 
earlier in the War because ‘ everybody was earning good wages 
and big profits’. He had a special complaint about the Sugar 
Commission, on which there was only one member ‘ who has any 
practical knowledge of the sugar business’; and accused it of 
unfairness and preferential treatment. 

Mr. D. M. Mason questioned Mr. McKenna’s hypothesis of 
a post-war Budget based on the present revenue figures, for these 
were swollen by our gigantic expenditure ; in fact ‘ we are rapidly 
impoverishing ourselves by this enormous expenditure’. The 
Continent was already approaching its ‘ inevitable bankruptcy ’. 
He predicted that when the working classes of Europe and of 
this country saw richer members of the community drawing large 
incomes from war-loan interest, there would be growing unrest 
and discontent. At this time the prospect of investments in War 
Loans being confiscated by paper-money inflation had not yet 


THE FOURTH WAR BUDGET, 1916 143° 


struck the imagination of economists or disturbed the calculations 
of millionaires. 

Sir Walter Essex wanted still higher Income Tax, Super-Tax, 
and Excess Profits Duty, arguing that people could pay better 
then than later on, when they might be ‘ war-weary’. Like most 
Members he was opposed to the Ticket Tax. He also thought 
that the new duty on small-powered motor-cars too high, and was 
supported by Sir Thomas Esmonde, who pointed out that it would 
fall with particular weight on Ford cars. 

Mr. R. McNeill believed in heavy taxation—even in the Ticket 
Tax—but he wanted more indirect taxation rather than a higher 
Income Tax, which, he said, fell too heavily on certain classes, 
i. e. on those who could no longer maintain their former standard 
of living: in particular he advocated a tax on advertisements 
(other than in newspapers), partly to secure revenue, partly to 
relieve our landscapes of those disfiguring placards against which 
Mr. Richardson Evans and the Society for Checking the Abuses 
of Public Advertising waged eternal war. Foreign hops, too, 
might be taxed, and other imported luxuries, but hops in particular 
because they were a light article occupying much cargo space. 
The speaker was a Member for Kent, the hop county, and a Pro- 
tectionist. 

Mr. Montagu, Secretary to the Treasury, replying for the 
Chancellor of the Exchequer, thought the reception of the Budget 
proposals very gratifying; almost the only proposal which had 
aroused criticism was the tax on railway tickets, and he asked the 
Committee to pass the resolutions, observing that the Ticket Tax 
would not become operative, as it was a new tax, until the 
Finance Bill went through. A special Finance Bill would be 
necessary in July for the Tea and Tobacco Duties and those on 
cinematograph films and so on, partly because they would 
expire on 31st July, partly because the President of the Board 
of Trade might prohibit certain classes of imports, as motor- 
ears and musical instruments had already been prohibited. A 
tax on advertisements had been considered and given up, because 
the advertisement trade had been seriously hit by the War. 
Foreign hops could not be taxed because there was already 
taxation enough on beer, and it was not desirable to encourage 
more hop growing here by keeping out imported hops. 
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Mr. R. L. Outhwaite intervened to point out that the Chan- 
cellor was now borrowing at 5 per cent. instead of 3} per cent. 
(really 33 per cent.) as in 1914, so that after allowmg for higher 
Income Tax lenders were getting the same net income or interest. 
He argued that capital was now a monopoly ; great profits, too, 
were being made; therefore heavy taxation could and should 
be imposed upon wealthy lenders. In view of what befell holders 
of Government stocks in all belligerent countries through currency 
depreciation his laudable zeal to ensure that wealth should bear 
its share may now seem supererogatory. 

On the following day (5th April) Sir G. Reid, an ex-Premier of 
New South Wales and of Australia, brought forward the grievance 
of colonists staying in England, who had to pay double Income 
Tax. He was followed by Mr. Hewins, the well-known protec- 
tionist professor (for many years Secretary to Mr. Joseph Chamber- 
lain’s Tariff Reform League), who denounced the Budget as 
imposing excessive taxation ‘far beyond the proportionate 
burden’ laid upon the people of Britain during the Napoleonic 
wars.! ‘ Is it really worth while’, he asked, ‘ for a great Empire 
like this to have such futile taxes as the Match Tax, the Railway 
Ticket Tax, and the taxes upon amusement?’ We may note 
here that so far as the working classes were concerned Mr. Hewins 
was wrong. They paid in indirect taxes far more proportionately 
during the Napoleonic wars than under the McKenna Budget. 
But he was right as regards the rich; for during the wars with 
Napoleon heavy death duties had not been devised and the 
Income Tax was only two shillings in the pound. 

Mr. Hewins strongly objected to the prohibitions on imports 
imposed by the Board of Trade. The Government, he supposed, 
preferred this method, because after the War it would be easier 
to take off prohibitions than to take off tariffs. He disagreed and 
predicted, on the analogy of what happened after the Napoleonic 
wars, that these prohibitions would not be removed. They were 
creating great vested interests. That Mr. Hewins was really 
arguing in favour of high protective duties was made even clearer 
by his final complaint. The Budget, he said, had been brought 
in when the Prime Minister was away in Paris at a very important 

* Cf. Mr. Lloyd George’s Budget speech, p. 23. 
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Conference, and the Government had rejected the fundamental 
idea which was embodied in the resolutions recently come to at 
the Paris Conference. From that time onwards for many years 
to come these Paris Resolutions were the favourite stick with 
which tariff reformers were to beat Mr. Asquith and Mr. Runci- 
man whenever those statesmen opposed Protection. 

A reply to Mr. Hewins came from Mr. Leif Jones, a Liberal and 
free trader. Britain, he said, was ‘ raising an unprecedented sum 
on free-trade principles, while all the belligerent protectionist 
countries of Europe were in a difficulty as to the raising of their 
money; and none of them were attempting to raise it on the 
same scale’. In 1905, when the Liberal Government came into 
power, the balance was almost equal between the revenue from 
direct and indirect taxation respectively ; since then the propor- 
tion of direct taxation had been steadily rising, and in the present 
Budget it was no less than 70 per cent. Unlike most speakers 
Mr. Jones supported the Match Tax and thought it ‘ historically 
painful that Mr. Lowe was frightened out of his Match Tax’ ; 
but he did not like the Railway Ticket Tax. He doubted whether 
the Chancellor would catch the teetotaller with his Mineral- Water 
Tax, as it would be paid largely by those who drank whisky 
and soda. Turning to the Beer and Spirit Duties Mr. Jones 
pointed out that, though last year the consumption of beer fell 
by several million barrels, that of spirits rose by three million 
gallons; the effect of the present duties, he argued, was to 
diminish the consumption of beer and increase the consumption 
of spirits; therefore it was time to raise the Spirit Duty ; and it 
was expected both by the country and by the trade, as the forestal- 
ments showed. Mr. C. Hobhouse agreed with Mr. Leif Jones 
about the Spirit Duty, and regretted that so great a consumption 
should have taken place in this country at a time when there was 
a marked diminution in other countries. Mr. Leif Jones inter- 
vened to give the figures for the consumption of spirits, which 
were 31,694,000 gallons in 1914 and 35,020,000 gallons in 1915, 
whereas the consumption of beer had fallen from 45} million 

1 The proportions cannot be given so precisely as Mr. Leif Jones thought, for there 
is a margin where direct and indirect shade into one another ; it is not easy to say 
how far the Excess Profits Duty was a direct tax; some of it was certainly passed on 


to the consumer, some of it stuck where it fell. 
1569.57 i 
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barrels to 31 million barrels. Comparing the financial stability 
of Britain and Germany, Mr. Hobhouse reckoned that in the four 
principal neutral countries of the world which were then open to 
British and German commerce there had been a diminution of from 
22 to 27 per cent. in the exchange value of the German mark, 
whereas the English pound was only 1 or 2 per cent. below the 
limit of normal variation. 

An outspoken denunciation of the gross extravagance prevail- 
ing in various Government departments came from Mr. J. M. 
Henderson : 


‘Money is thrown away; contracts are given, in some cases, at 
100 per cent. more than they ought to be ; I can mention cases of certain 
articles being made in one place at 4s, 6d., in another place at 5s., and in 
yet another place at 7s. 6d. We see thousands of men being employed at 
good salaries for work which many of them are not in the least qualified 
to perform, and for which they would not, in the ordinary commercial 
world, receive half their present salary. It has, too, been observed that 
a great many of these military salaries are paid, as regards amounts, in 
inverse ratio to the distance of the recipient from the firing line.’ 


The same speaker criticized the graduation of the Income Tax, 
pointing out how unfairly it worked. A man earning £1,000 
a year paid £125, but if he increased his income by £5 he became 
hable to a higher rate of tax (3s. in the pound) on his whole 
income, and had to pay £150 15s. Od. There were similar steps 
and jumps at each point where the nominal rate of tax rose; 
sometimes very big jumps. For example, an income of £2,000 
a year from investments paid £450; but if it rose to £2,010 it 
became liable to a tax of £502 10s. Od. 

Sir J. D. Rees liked the taxes on cocoa, mineral waters, enter- 
tainments, and matches, but disliked the trebling of licence duties 
on motor-cars above 16 horse-power. Mr. J. M. Hogge preferred 
prohibitions to import duties. He thought that regulations on 
the sale of intoxicants tempted people to take a great deal more 
than under ordinary conditions. There was, for example, an 
amazing rule that people might not buy at certain times less than 
a whole bottle of whisky. The closing of public houses for 
so many hours during the day was driving people to other amuse- 
ments, such as cinemas. As a Scottish Member he naturally 


THE FOURTH WAR BUDGET, 1916 147 


objected to the tax on long-distance railway journeys. He 
reminded the Chancellor that war expenditure would not end with 
peace; for millions of men would have to be demobilized, and the 
process would take both time and money. Mr. Peto criticized 
the motor-car duties, because they disregarded the age and value 
of a car and had no connexion with the mileage it might run. 
He doubted whether the collection of income tax from wage- 
earners was effective, instancing the case of a small gang of men, 
perhaps with a boy or two, who were working as riggers : 

* They are in a sense weekly wage-earners, yet they work at contract 
prices. I had one case reported to me where the earnings were so large 
that I almost hesitate to give it to the Committee, but for quite a small 


gang they work out at £5 a day each. How is anybody going to trace 
that ? ° 


The exemption of Co-operative Societies was another flaw in 
the Income Tax. Their business, Mr. Peto said, ‘is no longer 
mutual trading between the members: they sell to anybody and 
they compete with the other tradesmen ’. 

Sir F. Banbury, one of the Conservative Members for the City 
of London, supported the request for information regarding the 
Income Tax on weekly wages. The tax, he thought, should begin 
at two pounds instead of at fifty shillings a week; for when an 
enormous sum is being raised by a single tax, the incidence of that 
tax should bear as far as possible upon every class of the com- 
munity. Next came Mr. J. Samuel, who had no sympathy with 
the demand for import duties, contending that ° we are able to 
raise this vast amount of money because we do not put a tariff 
upon imported goods ’. What other nation, he asked, ‘is able to 
raise the enormous sum we are raising out of income tax ’ ? 

Sir Alfred Mond, the millionaire free trader, recalled his advice 
to the Chancellor ‘to adopt the simple principle of prohibition 
rather than the cumbersome and unsatisfactory machinery of 
high tariffs’, and expressed gratification that the Government 
had adopted his views. Contrasting German with British finance 
he declared : ‘ No weapon has proved more ineffective in financing 
this War than import duties. The German Empire’s revenue was 
largely derived from import duties before the War; nearly £34 
millions out of £82 millions was derived from import duties, 

L2 
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which have all stopped.’ As a result Germany’s revenue was not 
sufficient to meet ordinary expenses, much less interest on the 
War Debt. 

Mr. Bryce, a city banker, regretted that the Chancellor should 
have postponed a settlement of the double income-tax question 
until after the War; in fact he thought that it ought to have 
been settled before the War. Already, he said, ‘ there are signs 
that important companies and firms are leaving the country ; 
. . . an important firm has taken its business altogether from 
England and transferred itself to India, and the Chancellor is 
losing £17,000 a year. Other firms have already transferred their 
business to the United States.’ 

Lord H. Cavendish Bentinck, as representative of a city 
(Nottingham) whose staple trade is the manufacture of lace, 
regretted that the Chancellor did not either put a prohibitive 
tariff on that article or prohibit it entirely. He asserted that 
enormous imports of foreign-made lace were coming into the 
country, nominally from Switzerland, but in fact from Germany 
and Austria. Sir A. Markham, another Nottinghamshire Member, 
supported Lord Henry’s demand, arguing that the Government 
ought to tax luxuries, * and if lace is not a luxury I do not know 
what a luxury is’. He thought that the Excess Profits Duty 
was based upon a vicious principle, for the Government ought to 
have laid it down that no one was to make a profit out of the 
War. As many classes of workmen were getting enormously high 
wages the Chancellor should take a bold step and put a tax on 
wages rather than tax the necessaries of life which were consumed 
by the very poorest people. He thought that Cabinet Ministers 
ought to pay more super tax, and why should not the professional 
classes be taxed if they were making war profits? ‘ Marine 
brokers are having the time of their lives,! and you have certain 
classes of professional men who are coining money.’ 

Mr. Pollock doubted if the Chancellor would be able to borrow 
his £1,300 millions during the year if he imposed a five-shilling 
income tax.’ Replying to the proposal to extend the Excess Profits 


* Mr. McKenna pointed out, later, that shipbrokers and insurance brokers were 
already liable to the Duty. 
_ .? It was not generally understood at this period that loans could be raised almost 
indefinitely by the inflation of credit ; but it should have been clear to every one that 
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Duty to the professional classes, Mr. Pollock (a lawyer) declared 
that, as far as his information went, these classes as a whole were 
earning less than before the War.t’ He had no sympathy with the 
objections that had been raised to two Budgets in one year. 
‘Until the year 1860-1 every tax was embodied in a separate Bill.’ 
The system was given up because the House of Lords threw out 
the repeal of the Paper Tax, and so Mr. Gladstone put all the 
taxes into one Bill. Moreover, with two or three Finance Bills 
instead of one, the House of Commons had more control over 
taxation and greater opportunity of criticizing the Executive. 
Sir Charles Henry pointed out that many domestic servants 
earned well over £130 if their board and lodging were taken into 
account, * but they are exempt from Income Tax, and they are 
free from any duties on sugar and on tea’. He thought that if 
railway tickets were taxed, motor omnibuses should be taxed also, 
for they did great harm to the roads. Another good point was 
his demand that the Treasury should deal with motor traction 
engines, ‘ which do more harm to the roads than any other kind 
of vehicle, but are practically exempt from any form of taxation’. 
Gold coins had long ceased to circulate, but it was still possible 
to obtain them from the Bank of England in exchange for currency 
notes or Bank of England notes. Mr. Hume-Williams complained 
that jewellers made a practice of obtaining sovereigns from the 
bank and then ‘ melting them down, mixing the gold with alloy, 
and turning it into the cheap jewellery which is now so attractive 
to the working classes’. The cheap jewellery trade was booming. 
It was absurd, he argued, to take great precautions against the 
export of gold and to demand the surrender of sovereigns at the 
ports from people going abroad, and yet allow jewellers to melt 
down’ sovereigns in large numbers. In his reply Mr. McKenna 
promised to bring in a small Bill to stop this practice of melting 
old. 
: Practically every speaker during the discussion had congra- 
tulated Mr. McKenna on the clearness of his statement, and 
nearly all had approved of the Budget in general, though objecting 


this £1,300 millions could not in any case have been obtained from genuine 


savings. 
1 But that was no reason for. exempting the more fortunate ones from Excess 


Profits Duty. 
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to some detail in it. The Chancellor was naturally: gratified at 
the cordial reception of his proposals, but asked to be allowed to 
postpone his answers until the Finance Bill was produced : 
‘ nothing: irrevocable’ was being done. Replying to Mr. O’Brien 
he said, ‘ at the present time the great industry of Ireland is 
exceedingly prosperous ; consequently there is no special claim for 
exemption from taxation’. Two Finance Bills were wanted, 
because otherwise two or three millions of revenue might be 
lost while the House was discussing the intricacies of the Excess 
Profits Duty, the Income Tax, and other matters of the big 
Finance Bill. The Ways and Means Resolutions imposing duties 
on railway tickets, matches, table waters, cider, and perry were 
then agreed to. 

An interesting discussion on Payment of Members was started 
by a resolution moved by the Chancellor on behalf of the Govern- 
ment to stop the salaries of M.P.s who were also receiving pay as 
naval or military officers. Sir F. Banbury tried to get all M.P.s’ 
salaries stopped during the War, but was beaten on a division by 
247 votes to 32. Then Colonel Craig and Mr. R. McNeill tried to 
extend the official resolution to Members who were drawing 
salaries ‘from public or civic funds’, such as Recorders, but the 
House seemed so much against anything of the kind that 
Mr. McKenna withdrew the original resolution and the subject 
dropped. 

On the Second Reading of the Finance Bill (18th May), 
Mr. Hewins declared that direct taxation had become excessive 
and was now influencing prices; the Excess Profits Duty was 
‘ certainly too high’, and would prove a serious handicap on 
British firms after the War. He thought that a compulsory loan 
might have taken the place of increased taxation. Although as 
a tariff reformer he sympathized with Mr. Hewins, Mr. A. Chamber- 
lain intervened to support Mr. McKenna’s Budget, and contrasted 
the huge sums which were being secured by increased taxation 
in this. country with the meagre £25 millions proposed by the 
German Finance Minister. If our resources were being over- 
strained by taxation, the effect would be seen in the revenue 
returns ; but these exceeded the estimates. Still, he agreed with 
Mr. Hewins’s point that we were eating up capital and making 
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our manufacturers less able to compete with the world after the 
War; the Excess Profits Duty was as high as it could safely be 
raised. Mr. Chamberlain preferred plain prohibition to prohibi- 
tive duties. 

Mr. Hume-Williams advocated an issue of Premium Bonds 
mainly in order to attract the savings of the working class, who 
were often earning large incomes and spending them at once. 
Sir F. Banbury made hay of Mr. Williams and his Premium Bonds, 
pointing out that his proposals were based on mistaken assumptions 
about the rates of interest and of Income Tax; moreover, tax-free 
bonds would not appeal to working men, who do not pay the full 
rate of tax. After the War holders would want to sell their bonds 
and would then make a loss. Support for Premium Bonds came 
from Sir Charles Henry and Sir Edward Coates. Sir Charles 
said that the War Savings Certificates had been a failure, though 
they offered 5 per cent. interest free of tax ; 1 he maintained that 
the working classes wanted an investment ‘of a speculative 
character ’, which was perhaps true. Sir Edward agreed, and 
thought that the sporting spirit was one to be commended and 
exploited. 

By this time the economic helplessness of our continental 
allies and their increasing dependence on Great Britain for troops 
and supplies as well as sea-power was making the American 
exchange problem very difficult ; the more so as the price of food 
and munitions was continually rising. To maintain our purchases 
in this great neutral market was essential at whatever sacrifice. 
So, on 29th May, Mr. McKenna propounded his Dollar Securities 
scheme, imposing a special two-shilling Income Tax on the income 
from stocks which the Treasury was ‘ willing to purchase in con- 
nexion with arrangements for the regulation and maintenance of 
the foreign exchanges’. Some Members objected, thinking the 
proceeding high-handed, and suggested that at least the Chan- 
cellor might offer, say, an extra half per cent. per annum to people 
who would lend him their American railway stocks and bonds. 

Mr. J. M. Henderson pointed out that before the War we used 
to pay for part of our American imports (chiefly food and raw 


1 The certificates did not really pay 5 per cent., unless they were held for five years ; 
they were in fact a great success. 
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materials) with the income on these securities; ‘after the War 
your exchanges will be infinitely worse than they are at the present 
moment.’ The addition of 24 per cent., if the Treasury sold the 
stocks, would be a very small compensation to owners whose 
stocks might be sold during a panic. 

When the clause, a very long one filling nearly four columns 
of ‘Hansard’, came up in the Committee on 27th June, a sharp 
discussion arose. Members objected to this use of Income Tax 
as a penalty, and pointed to difficulties in the case of people owning 
less than $5,000 whose securities the Treasury did not want to 
borrow. Moreover, the Treasury wanted to borrow some 
securities, and not to buy them, and vice versa. In reply 
Mr. Montagu appeared to say that the offer to lend, as well as the 
offer to sell, would confer exemption from the special tax. 

On the following day Mr. McKenna accepted an amendment 
from Sir F. Banbury extending the period before the penal tax 
came into force; and another difficulty was removed when 
Mr. Montagu read a notice from the Treasury inviting small 
owners to deposit their securities with their bankers or agents ; 
so the clause was added to the Bill without further opposition. 

New taxes are nearly always unpopular, unless they are 
aimed at some abuse, as the Excess Profits Duty was aimed at 
war profits. Consequently Members had little difficulty in picking 
holes in some of Mr. McKenna’s proposals by pointing out how 
they would cause hardship here, or hinder industry there. We 
may, perhaps, do sufficient justice to the critics at later stages 
of the Financial Bill by summarizing their objections, and we 
will begin with an attack which succeeded. 

One of the weakest points of the Budget was the tax on 
railway tickets; it found many critics and hardly a supporter. 
From the trade union point of view Mr. J. H. Thomas, as the 
representative of the National Union of Railwaymen, naturally 
objected to it, though he admitted that it would be a cheap and 
easy tax to collect ; however, he was not opposed to ‘ a general 
railway tax’, because he would not see the railwaymen sweated 
in order to give cheap travelling facilities to the public. Sir 
Richard Cooper thought that there was a case for restricting travel, 

* Nothing below £1,000 or $5,000 was at first accepted on deposit by the Treasury. 
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though he argued that the tax as proposed would fall very heavily 
on commercial travellers ; journeys on trams and motor omnibuses 
should also be taxed. A further objection was urged by Sir T. P. 
Whittaker, Member for Scarborough, who brought forward the 
hard case of the east coast watering-places, which were suffering 
from both bombardment and from Zeppelin raids; already the 
cheap fares had been abolished, and the Ticket Tax would be 
a further blow to these places. Mr. J. Rowlands protested on 
behalf of suburban passengers in the south-east of London, though 
he forgot the effect of workmen’s trains in relieving Dartford 
passengers from the tax. A stronger argument came from Major 
Newman, who put the case of soldiers and sailors travelling on 
furlough, or on a week-end leave; on officers, too, who were 
obliged to travel first class, the tax would fall heavily. 

One of the few supporters of the Railway Ticket Tax was 
Mr. Peto. Otherwise it was opposed by nearly every speaker, 
and Mr. McKenna promised in the next forty-eight hours to 
reconsider this and other new taxes in the light of criticism. 
On 12th April Mr. Montagu said that in view of the criticisms 
made and of the undoubted hardships which would follow from 
the dearer fares the Government had decided to withdraw the 
* Ticket Tax. 

Next comes the Mineral-Water Tax. If possible a Chancellor 
tries to get the opinions of the persons most nearly concerned 
when he intends to put a new tax on any special trade. Mr. Glyn 
Jones complained that mineral-water manufacturers had not been 
consulted about the duty ; and he predicted that it would work 
badly. Captain Clive, a Herefordshire Member, objected to the 
Cider Duty because cider was a very cheap drink. * The farmer ’, 
he said, ‘ very often does not get more than 4d. or 5d. per gallon 
for his cider, and a duty of 4d. per gallon would be nearly 100 
per cent. That will knock out a great deal of the cheap trade.’ 
_ To which it might be replied on behalf of the Excise Revenue that 
a beverage which competes so closely with beer ought to be taxed 
simply because it is cheap. Captain Clive further argued that in 
the case of bottled cider the duty would come to more than the 
duty on light beers; he thought that it would be regrettable 
‘if cider, which is at present made sound and cheaply and out 
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of pure fruit, ceases to be made in the farm-houses and is made 
only in factories ’. 

Some criticism was directed against the proposal that beverages 
made with sugar, e.g. some kinds of lemonade and ginger-beer, 
should pay fourpence a gallon, while other kinds, made with 
carbonic acid, should pay eightpence a gallon. Mr. Glyn Jones, 
who represented the chemical trade in Parliament, wanted to 
tax the carbonic acid gas, which is usually sold to soda-water 
manufacturers in cylinders, instead of the soda water itself, 
explaining that the trade would prefer this to the official plan of 
putting stamps on the bottles. He argued that the £5 tax on 
aerated water machines would lead to a serious loss of revenue, 
because people would pay one tax and be free to make as much 
soda water as they chose. Mr. McKenna pointed out that some 
mineral water was not made with carbonic acid but derived its 
gas from fermentation, and so would escape tax under Mr. Glyn 
Jones’s scheme. Little opposition was directed against the tax 
as such, except by Mr. A. M. Scott, who contended that it would 
increase the price to the consumer out of all relation to the revenue 
obtained. This clause and the next, charging a duty of fourpence 
on cider or perry ‘ which is sold or kept for sale’, were passed. 

There was little difference of opinion as to the expediency 
of a tax on mineral waters, but great opposition to the Chancellor’s 
plan of collecting it by means of stamps. On 13th April mineral- 
water manufacturers came to discuss the matter with the Financial 
Secretary at the Treasury, and persuaded him that the stamp 
method was too costly and laborious. Temporarily, therefore, 
he agreed to collect the tax upon the certified output of the 
manufacturers, although this meant dealing with 3,000 large 
firms and any number of smaller firms, whereas in the case of the 
Match Tax the numbers ‘ could be counted on one’s fingers ’. 

On 17th April Mr. Montagu brought in a resolution imposing 
a Customs Duty of 4d. per gallon on imported cider. At the same 
time a Customs and Excise Duty of 5s. was imposed on tinder 
boxes and other mechanical lighters. A new clause reducing 
the table water tax on ‘ herb beer’ from 4d. to 2d. a gallon roused 
much discussion; Mr. Glyn Jones thought a satisfactory defini- 
tion impossible. Mr. Dennis thought one quite simple, and 
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Mr. G. Thorne declared that the tax had reduced the trade in 
botanical beer by three-quarters. 

The Match Tax led to much discussion. What difficulties and 
interferences with trade and manufacture may be caused by 
the sudden introduction of a new tax, however small, involving 
governmental interference, was well illustrated by Mr. Arthur 
Stanley, a director of Bryant & Mays, Ltd. This company had 
a hundred different brands of matches, most of them put up in 
different sizes with a different number of matches in a box; and 
it had 20,000 retail customers. At its Liverpool factory the 
Excise officer wanted the factory turned at once into a bonded 
warehouse with iron bars cemented to no less than 300 windows, 
and wanted locks on twenty-seven doors which had hitherto been 
refused because of the danger of fire; the locks would invalidate 
the whole of the insurance policies. The best argument for the 
Match Tax was that in this case cheapness had led to general 
extravagance, especially among smokers. Yet this very argument 
was employed against the tax by Mr. Byrne. Match manu- 
facturers, he said, made their profits out of the matches which 
were wasted, and the tax, while checking this waste, would also 
check the output of matches and might cause the last remaining 
match factory in Dublin to close down. 

A curious argument was used against the tax by Sir Richard 
Cooper, who asked, ‘ How is it going to help the match trade of 
this country to expand when the War has finished and when we 
have to pay the debt?’ Unfortunately war must be paid for 
either by taxes or by confiscation of property ; and as war is the 
worst kind of unproductive expenditure, the taxation which it 
leaves behind cannot be expected to be helpful. A protective 
duty, of course, may benefit one trade at the expense of other 
trades and to the detriment of the general body of consumers. 
It is surprising that critics of the Match Tax did not quote 
_ Bastiat’s humorous suggestion of a tax on sunlight for the benefit 
of the candle-makers ! 

All this criticism of the Match, Railway Ticket, and Mineral- 
Water Taxes gave the Financial Secretary to the Treasury a chance 
of replying (April 10th) that ‘ to try to broaden the basis of taxa- 
tion is not the quickest road to happiness’. However, he stuck 
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to the Match Tax and told the House that the match trade had 
sent the Chancellor a well-considered argument that morning 
in which they did not mention the method of taxing by 10,000 
of matches, which meant that they accepted this as the most 
convenient method. 

In moving the Match Tax clauses Mr. McKenna said that the 
match manufacturers had co-operated loyally with the Govern- 
ment, and Mr, A. Stanley thanked the Chancellor and his officials 
for their courteous treatment of the trade. Mr. T. Lough objected 
to the consideration thus shown to the manufacturers, and 
Mr. J. Samuel joined in the protest against arrangements about 
taxation being made outside the House. Mr. McKenna replied 
that no agreement had been made. Other Members thought it 
only right and natural that the persons who were to pay or to 
collect the tax should be consulted. 

When the new five-shilling duty on tinder boxes, &c. (which 
was a necessary complement to the Match Tax), came to be 
discussed, it was opposed on various grounds, one being that some 
of these articles only cost sixpence and would be extinguished 
by a five-shilling duty. Mr. Montagu promised to reconsider the 
duty with a view to lowering; and on 12th July the clause was 
amended so that the tax on mechanical lighters was reduced to 
ls. for lighters using spirits and 6d. for others. 

The Entertainment Duties proved especially unpopular with 
Labour Members. On April 10th Mr. J. H. Thomas objected to 
the Entertainment Tax because the tax of a penny on a seat 
costing threepence was equivalent to 334 per cent. while the tax 
of twopence on a half-crown seat was only about 7 per cent. 
That taxes on cheap luxuries do not accord with the canon of 
ability to pay is obvious. On the other hand, it is equally obvious 
that all citizens who have the vote should contribute to the 
revenue; and it is better that they should contribute on their 
luxuries and pleasures than on their necessaries. The fact that 
working men earning five, ten, or fifteen pounds a week were at 
that time frequently escaping income tax altogether supplied a 
strong argument for the Entertainment Tax, whatever may be 
said of the scale. When the new taxes were considered in Com- 
mittee Mr. Fell tried to alter the whole basis of the Entertainment 
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Tax to one of 5 or 10 per cent. of the total receipts, leaving the 
proprietor to collect the tax if and as he chose from the spectators. 
Mr. Hogge supported this plan, but Sir Tudor Walters came to 
Mr. McKenna’s rescue, defending the halfpenny tax on a two- 
penny ticket, and denying that the working classes wanted to 
escape payment of the tax. 

Several Members of Parliament wanted to free the expenses 
of charitable entertainments, a proposal which looked reasonable 
until Mr. Montagu pointed out that there were many people 
ready to get rent for a hall and call it charity, or ‘ to earn salaries 
by performances with the help of some very deserving charities ’. 
As there was much objection to a tax on charitable entertain- 
ments the Solicitor-General offered to allow a proportion of the 
expenses, e. g. 20 per cent. of the takings. 

Finally the grievances of cinema proprietors were once more 
aired by Mr. J. M. Hogge, who wished to exempt tickets costing 
less than sixpence, or if he could not get that, tickets costing less 
than threepence. He declared that the tax took away the profits 
of cinemas in the poorer quarters, because many people who used 
to go twice a week now went once only, so that the proprietor lost 

his receipts and the Chancellor his tax. Mr. McKenna admitted 

that the cinema industry had some grievance, but pointed out 
that the tax began on 15th May, just about the beginning of 
summer time; and there were other causes working against the 
cinema, e. g. dearer electric light. 


The Finance Bill in Committee 


When the Committee stage of the Finance Bill began on 
21st June Mr. McKenna admitted that he had made a mistake 
(Clause 1) in fixing the Cocoa Duty at 6d. a pound: ‘The true 
relation between cocoa, coffee, and tea is 44d. a pound on cocoa, 
44d, a pound on raw coffee, and 1s. a pound on tea’ ; so the duty 
- on cocoa was reduced to 44d. Then Mr. Lough attacked the 
Sugar Duty, complaining of the increased price brought about 
by the Sugar Commission’s purchases and sales; while retail 
prices had risen 55 per cent. sugar had risen 155 per cent. 
Mr. Arnold supported this criticism on the ground that sugar 
was an important food and that a tax paid upon it depended 
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on the size of a man’s family, not on his ability to bear taxation. 
A large section of the working classes, ‘ owing to the increased 
cost of living, are no better off in real wages than they were before 
the War’. He did not say why, when the nation was being 
rapidly impoverished, any class or section had any claim to be 
better off than before the War. In reply to the official argument 
that the consumption of sugar had not fallen much, he declared 
that sugar was a necessity, like bread. Mr. McKenna explained 
the rise in price by the withdrawal of German and Austrian 
beet, so that we had to depend on Cuba and Java. The Sugar 
Commission, he said, had bought when prices were lower, and 
could now clear out its stock at a profit of £2 millions. Consump- 
tion was still very high as compared with the pre-war consumption 
of European countries, and had not yet been lowered to the level 
of 1911, when sugar was dear owing to the failure of the beet 
crop. It was now necessary to limit individual consumption in 
order to save tonnage and to lessen the difficulty of making 
foreign payments. In spite of official apologies the Sugar Commis- 
sion in the end cut a sorry figure; and after the War by general 
consent Government trading was regarded as the supreme example 
of inefficiency in business, though it may be admitted that under 
the circumstances of the War large experiments in State manage- 
ment or control were inevitable. Whatever the Administration 
proposed was apt to be adopted, and the opposition to the Sugar 
Duties, though ventilated by quite a number of critics and 
supported by arguments of some weight, ended in smoke. 

The clause imposing higher duties on motor-cars was also 
withdrawn, because the Petrol Control Committee was about to 
ration petrol and would make a charge of 6d. a gallon for its 
permits, doctors and other favoured persons paying 3d. 

Later, when a new clause was introduced to give effect 
to the petrol rationing scheme by imposing a duty on these 
permits, Mr. Joynson-Hicks wanted some concession to owners 
of private cars who used them largely ‘but not exclusively’ 
for Government work, e.g. under the Red Cross or the Head- 
quarters’ Division of the Special Constabulary. He argued that, 
if the intention of the clause was to stop the use of cars, it 
would be better to have a definite prohibition; for a tax only 
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prevented the poorer owner from using his car. The discussion 
on 27th June showed once more how difficult it is to draw the 
line when concessions have been made to one class; for now the 
case of farmers and of ministers of religion in rural districts was 
strongly pressed. To these pleas and criticisms Mr. McKenna 
could only answer that ‘ almost every motor-car in the country 
is used at some time or other for the purpose of the owner’s 
business’. In the end the Government secured their clause 
without a division. 

On the Income Tax clause Mr. Fell proposed to reduce the 
standard rate from 5s. to 4s. in the pound on the ground that trade 
could not stand a 5s. tax. Individuals might pay it, but not 
companies ; with collection at the source it was hard for people 
with small investment incomes to have one-quarter of their 
interest withheld. In reply to this plea for borrowing instead of 
taxing, Mr. Montagu rightly maintained that ‘the more you 
borrow the more important is your revenue’. By our heavy 
taxation ‘we demonstrate to the world our ability to pay the 
charges on the sums we borrow’. But he promised further con- 
cessions, including a half-yearly repayment. 

Several speakers intimated their apprehension lest this heavy 
rate of Income Tax on individuals and still more on companies 
would drive business away from the country; but it was all 
important to maintain British credit and to raise the revenue 
well above the debt charge and the ordinary expenditure. Besides, 
as Mr. McKenna observed, under the stimulus of war people 
will pay taxation which they would resent in ordinary times. 

A controversial point still unsettled was raised by Mr. Pollock, 
‘who wanted to tax Co-operative Societies, which were exempted 
from Income Tax (a) if the trading was amongst the members of 
the society itself, or (5) if the number of shares was unlimited, 
and it was a simple matter to maintain the exemption by making 
the share list unlimited. Sales amounting to £150 millions a year 
were thus withdrawn from the area of income tax. When he 
quoted figures from a midland town to show that in fifteen years 
the Co-operative movement had reduced the number of grocers 
from 121 to 23, Mr. Barnes retorted that the multiple shops had 
squeezed out far more independent tradesmen than the Co-opera- 
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tive Societies. Mr. Montagu wanted the controversy postponed 
until the long-promised Income Tax Commission should be 
appointed after the War. 

On the clause graduating the tax on ‘ unearned’ or investment 
incomes Mr. Montagu moved a new clause, which gave further 
concessions by extending the points at which reduced rates were 
charged: i.e. 3s. up to £500 instead of £300, 3s. 6d. up to £1,000 
instead of £500, 4s. up to £1,500 instead of £1,000. 

On Clause 20 Mr. McKenna announced a further concession 
to sailors and soldiers, lowering the rates of tax on their pay. 
But this did not satisfy Mr. Peto, who argued that it was for 
soldiers and sailors to fight and for the stay-at-home to pay ; 
he also wanted to relieve all persons doing dangerous duty, 
e.g. mine-sweeping or transporting troops, but Mr. McKenna 
refused, explaining that such men could make their own bargain 
with their employers. It seemed to Mr. Lough, and no doubt to 
other persons, that the concessions granted were already too 
wide, since elderly officers, who did not go to the front at all,! 
were receiving both retired pay and salaries, and so were far better 
off than before the War. 

Clause 27 was originally designed to free from Income Tax the 
interest on War Saving Certificates held by persons with less than 
£300 a year. As this plan seemed to work badly and to choke off 
men earning large wages (£7, or £8, or £9 a week), for whom the 
Certificates were mainly intended, Mr. Montagu proposed to 
abolish the income limit altogether but to restrict the number 
of certificates held by an individual to £500. 

As the rate of Income Tax rose under the pressure of war 
expenditure there was a natural tendency to seek legal methods 
of not paying it, the most obvious way being through life insurance 
premiums, which could be deducted from one’s assessment. 
Mr. McKenna now (22nd June) proposed a resolution to catch 
the modern device of ‘ deferred annuities’ which ‘ are not really 
insurance schemes in any sense whatever’, though the refusal of 
exemption would only apply to future policies. Exemption 
would now be confined to (1) insurances payable on death, (2) 


* A very large number of persons became captains, colonels, or even generals, and 
received military decorations during the War without ever taking part in it or running 
any risks. 
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endowment insurances payable above the age of 60 and after an 
interval of at least twenty years from the contract, with (3) similar 
rules for deferred annuities. To show the kind of practice that he 
meant to stop, Mr. McKenna quoted from a circular headed 
‘Income Tax Saved’ which ran: ‘ A method which enables you 
to save every penny of Income Tax and without recourse to life 
insurance, and at the same time secures an investment at 74 per 
cent. free from depreciation, offers the best. security known to 
finance. Although Mr. J. Samuel thought that the new rule was 
hard on fifteen-year endowment policies, both he and Sir T. 
Whittaker (a well-known authority on insurance) admitted that 
insurance companies were running schemes which were really 
designed to get a big return on investments out of the Government, 
and the resolution was passed. 

For the first time this Finance Bill offered some relief from 
double income tax, but Mr. Bryce was not satisfied. He pointed 
out that the Dominions usually taxed income where it was earned 
while we taxed it where the owner resided. He preferred the 
Dominion principle, but wanted only one taxation of income for 
the War whether here or overseas. Mr. McKenna’s concession 
removed the old grievance except in the case of Australia, where 
the tax on incomes above £7,000 a year was 5s. A man holding an 
investment in Australia and living here might have to pay 11s. 6d. 
in the pound. In reply Mr. Montagu said that Mr. Bryce’s argu- 
ments only applied to peace time, for now we did not want people 
either to invest in or to emigrate to the Dominions; he was 
surprised at the lack of gratitude for the concession just made. 
Mr. Bryce’s plan could not be accepted; for the Dominions 
might take all the tax on colonial investments, which would mean 
a loss of £184 millions; the new concession, too, was one-sided, 
since the Dominions contributed nothing. With some cogency 
Mr. Stewart pointed out the inconsistency of freeing War Loan 
interest from income tax if held by Americans, while we taxed 
Dominion holders. He was supported by Sir F’. Banbury and 
Mr. Rutherford, who regretted the Act of 1914 which applied the 
tax to income not received in Great Britain.’ 


1 This question was afterwards discussed at great length by four international 
economists at the request of the League of Nations; their views may be seen in the 
Report on Double Taxation. (2s. net. May 1923.) 
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A brisk and rather bitter discussion arose on the Excess 
Profit Duty clause, because it was proposed to subject * controlled 
firms’, who numbered 3,600 or more, to the duty. Mr. 5. Roberts 
and other critics asserted that a bargain had been made by the 
Minister of Munitions with the controlled firms whereby, in return 
for giving up their works to the Government, the firms were to be 
allowed an addition of 20 per cent. to their pre-war profits. Now 
this bargain was being torn up, because they were made liable to 
E.P.D., which would mean that a firm with a pre-war standard 
of £10,000, when it made its covenanted profit of £12,000, would 
have to pay the duty on the extra £2,000, while the Munitions 
Levy would take anything beyond £12,000. Mr. McKenna pointed 
out that the firms got an advantage from ‘ control ’, because their 
workpeople were also controlled and could not migrate in search 
of higher wages ; further, they had to keep separate accounts for 
Income Tax in any case and they ought not to expect lower taxa- 
tion than firms paying E.P.D. But this did not mollify the 
objectors, who maintained that the controlled firms could not 
make the same profits as the free firms. After further debate 
Mr. Montagu replied that the Treasury officials had met the 
Minister of Munitions, and had arranged details which were 
approved by Mr. Lloyd George. There was no bargain, he 
asserted, that the controlled firms would be exempt from further 
taxation ; ‘ at the time that this bargain was made it was known 
there was to be an Excess Profits Tax’. At last Mr. McKenna 
offered to reconsider the subject, and the debate was adjourned 
till 26th June, when the Chancellor argued cleverly that the new 
taxation actually put the controlled firms into a relatively more 
favourable position, since they were no longer the only ones 
required to make special payments to the Government. The 
trade unions would not tolerate the exemption of these firms from 
the new tax. But the controlled firms were doing ‘ magnificent 
work for the State ’, and he was prepared to accept the agreements 
which had been made with the Minister of Munitions in cases 
where ‘ controlled firms had erected new buildings, put up new 
plant, and introduced new capital into their business with the 
object of increasing their output’. In such cases he agreed 
that the depreciation of this plant, buildings, and capital ‘ should 
be at such a rate as would reduce the value of the capital in the 
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books of the company after the War to its post-war value’; 
also, he would allow for the loss of goodwill. 

Critics were not satisfied with this explanation, but Sir John 
Simon, who had left the Government on Conscription, lent legal 
support to Mr. McKenna’s contention, holding that the con- 
sideration for the bargain was an agreement with the trade unions 
to give up their rules and restrictions, which they would only do 
if the employers’ profits were limited. 

At Mr. Lough’s suggestion Mr. Montagu agreed to amend the 
K.P.D. clause so as to demonstrate that it was not meant to be 
a permanent tax. 

Several new clauses were then discussed. One raised the 
income limit for childrens’ allowance from £500 to £700 a year. 
On the clause giving veterinary surgeons the same privilege of 
half-duty on their motor-cars as doctors, several Scotch Members 
wanted a similar exemption for ministers and clergymen with 
wide parishes to visit. On the other hand, Sir A. Markham 
argued that even doctors ought to pay full duty because they 
were now making larger incomes under the Insurance Acts. 
Under this same clause total exemption was granted to the 
owners of cars * used exclusively for the purpose of any Govern- 
ment service’. To this Mr. Lough and others objected strongly, 
arguing that such cars were being used wastefully just when 
petrol was so scarce. Certainly this exemption lent itself to 
abuse, and Sir Frederick Banbury maintained with reason that 
the best method was for the Government to pay for services 
rendered. 

Mr. A. M. Scott wanted to give an occupier of woodlands the 
option (enjoyed by farmers) of assessment to Income Tax either 
on his rent or on his profits, and Mr. Montagu was willing to 
consider the matter further. A curious sidelight was thrown on 
the matter by Sir A. Markham, who declared that on some wood- 
lands the value of timber had risen 500 per cent. during the War ; 
in fact he had bought such woodland himself. Undoubtedly the 
War had increased the demand for British timber by cutting off 
large supplies, and owners of forests, especially in Scotland, had 
reaped very handsome profits. 

Mr. Montagu accepted a new clause proposed by Mr. J. M. 
Henderson which provided that no E.P.D. should be levied on 

M2 
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a business in liquidation until the debenture holders and creditors 
had been paid. Other clauses were then passed, and the Finance 
Bill was reported on 28th June. 

On 12th July many objections were taken to the retr ospective 
effect of resolutions reducing the amount of Income Tax allowed 
in respect of life-insurance policies to 3s. in the pound. In an 
interesting speech Sir T. P. Whittaker explained that Mr. Glad- 
stone made his famous concession on life-insurance premiums in 
the 1853 Budget because at that time there was no differentiation 
between earned and investment incomes, and the concession was 
made ‘ as a set-off against the inequality of the tax upon earned 
and unearned incomes being at the same rate; that was the only 
reason for that allowance’. There were then no big death- 
duties to provide for, so that the propertied classes had no need 
to insure. Now many policies‘were in force which were originally 
made ‘ when the Income Tax stood at eightpence, one shilling, or 
one and twopence in the pound, and by people who never expected 
a high Income Tax’. Therefore the clause was not really retro- 
spective, and the 3s. allowance would cover the classes (with 
incomes up to £1,000) for whom the allowance was. originally 
made. Finally, Mr. McKenna so far yielded to protests as to 
agree that existing contracts should continue to have entire 
freedom from Income Tax, though insurers would no longer get 
exemption from Super Tax; this would clear incomes below £3,000. 
A new clause moved by Mr. Goldstone exempting school enter- 
tainments, e. g. athletic sports, from Entertainment Duty was at 
once accepted by the Financial Secretary. In pursuance of the 
pledge previously given, the Chancellor introduced a clause giving 
special terms for woodlands replanted or managed on a com- 
mercial basis; an owner might elect to be charged under 
Schedule ‘D’, and a newly planted woodland might be treated 
as a separate estate for purposes of assessment. 

On Mr. McKenna’s motion (17th July) to suspend the ordinary 
rules, by taking the Report and the Third Reading on the same 
day, Sir F. Banbury protested against the precedent thus made 
for hurrying through a Finance Bill; Mr. McKenna explained 
that the cost of the War had recently risen from £5 millions a day 
to £6 millions, so that his borrowing powers were almost exhausted. 

After some discussion of the hardship involved in deducting 
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five shillings at the source from small investment incomes, 
Mr. McKenna replied agreeing that there were hardships about 
the E.P.D. and Income Tax at their high rates; ‘indeed our 
Income-Tax laws were never devised for a rate at the present 
level’ ; but for a general revision we must wait until the War 
ends. Income Tax ‘would be accepted more readily by every 
member of the community if he felt certain, in the main, that the 
tax was one which would be equally imposed upon all persons 
able to bear it’. The Finance Bill was then passed without 
further change. 

The history of British politics in the autumn and winter of 
1916 is of crucial importance, and the controversies which it 
provoked are still alive. It is certain that the Marquis of Lans- 
downe proposed to the Cabinet that a committee should be 
appointed to measure our commitments and our resources and 
to examine the problem of peace in the light of the sacrifices 
which a prolonged war would entail. A peace by diplomacy, 
which would restore Belgium without greatly altering the old 
landmarks of Europe, seemed to be within reach, and a section of 
the Cabinet was favourable. Mr. Lloyd George took the lead 
against it, and delivered the famous knock-out blow speech, 
which practically meant a fight to the finish in order to secure 
unconditional surrender by Germany and Austria to the terri- 
torial aims of France, Italy, and Russia as well as of Servia and 
other Allies. Mr. Lloyd George also joined with others in the 
Government and in the press (among whom Lord Northcliffe was 
conspicuous) who thought that Mr. Asquith was an ineffective 
war leader. In the end Mr. Asquith resigned, and after some 
negotiations Mr. Lloyd George formed a Coalition Ministry with 
the assistance of several Labour leaders and of some conspicuous 
Imperialists like Lord Milner. Lord Lansdowne, Mr. McKenna, 
Mr. Runciman, and a few others who adhered to Mr. Asquith, 
ceased to hold office. It is believed by some that if Mr. Asquith 
had prevailed over Mr. Lloyd George a peace would have been 
arranged early in 1917. Instead of this happening, Russia 
collapsed, and the United States came to the rescue of the Allies. 
As for the financial and economic consequences, the War con- 
tinued for nearly two years longer, and the second half cost far 
more than the first. 


CHAPTER VI 
THE FIFTH WAR BUDGET, 2. MAY 1917 


In the political transformation scene of December Mr. Bonar 
Law, who succeeded Mr. McKenna at the Exchequer, had per- 
formed a part as important if not as conspicuous as Mr. Lloyd 
George. After his famous ‘ knock-out blow’ speech in the autumn 
of 1916, Mr. Lloyd George became the natural leader and public 
spokesman of all who were opposed to peace by negotiations, 
while the Marquis of Lansdowne was already trying to persuade 
his colleague that every avenue should be explored which 
might lead to an honourable if moderate settlement and so 
prevent the great States of Europe from falling into anarchy or 
bankruptcy. With the help of Lord Northcliffe, who controlled 
The Times and Daily Mail, and of Sir Max Aitken, who owned the 
Express and was Mr. Bonar Law’s bosom friend, the resignation 
of Mr. Asquith was brought about just before Christmas, 1916. 
Mr. Lloyd George, on becoming Prime Minister, rewarded his ally, 
Mr. Bonar Law, with the Chancellorship of the Exchequer and 
the leadership of the House of Commons. Mr. Arthur Balfour 
succeeded Sir Edward Grey at the Foreign Office. Lord Milner 
became a member of the War Cabinet. All the Conservative 
Ministers, except Lord Lansdowne, joined the new Coalition, as 
did several Labour leaders, Mr. Arthur Henderson, Mr. George 
Barnes, and Mr. Clynes—and a number of Liberals (who preferred 
office under Mr. Lloyd George to Opposition with Mr. Asquith). 
Under these circumstances a Government formed for the purpose 
of carrying on the War indefinitely in pursuit of an object—the 
utter defeat and surrender of Germany—not likely to be obtained 
for a long time, was especially bound to watch over finance and 
not to fall short of the example set by its predecessors. The 
success of Mr. McKenna’s additions to taxation, so far from 
excusing, is really a reproach to his successor, who (as we shall 
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see) failed either to effect economies or to make any substantial 
addition to taxation in face of a rapidly rising expenditure (now 
nine times pre-war) and a mountainous growth of debt. 

On 27th March 1917 Colonel G. Collins raised three points 
of vital importance to future taxpayers: (1) the growth of the 
National Debt, (2) the lack of financial control by the House of 
Commons and the Treasury, and (3) the expenditure of public 
departments. The debt, he said, was £4,000 millions and the 
interest alone £200 millions a year, while a five shilling income tax 
took a quarter of the taxpayer’s income. In May 1916 the 
Chancellor of the Exchequer had said that expenditure would be 
£3¢ millions a day ; now it had risen to over £7 millions a day. 
Colonel Collins quoted many instances of needless waste. Accord- 
ing to the report of the Comptroller and Auditor-General, the 
Admiralty had been paying more than the statutory price for its 
coal, and had actually, ‘apparently at the suggestion of the 
Ministry of Munitions’, refrained from accepting an offer to 
reduce the price of cordite by one penny a pound. Then the 
Ministry of Munitions had continued to manufacture shells for 
a certain type of gun weeks after the gun had been discarded. 
Looking back on the scandalous waste which accompanied this 
outpouring of public money it is easy to see that the War might 
have been conducted with equal, or rather with greater, efficiency 
on a much lower scale of expenditure. 

But all effective criticism both of the finance and diplomacy 
of Mr. Lloyd George’s Coalition Ministry was silenced by an 
event which overshadowed everything else, and in the end more 
than counterbalanced the collapse and defection of Russia. 

On 3rd April 1917 President Wilson advised Congress ‘ formally 
to accept the status of a belligerent’ thrust upon it by Germany, 
which meant an extension to the Allied Governments of * the most 
liberal financial credits’. These credits, however, as it turned out, 
were to be loans only, and not free grants or subsidies such as 
Great Britain gave to the Allies in the Napoleonic wars. More- 
over, as President Wilson’s financial advisers perceived that Great 
Britain might prove to be the only solvent creditor, the largest 
sums were lent to Great Britain. Consequently the British debt 
grew far more rapidly after the United States declared war on 


168 THE FIFTH WAR BUDGET, 2 MAY 1917 


Germany than it had done in the first half of the war. Broadly 
speaking, the intervention of America made an early peace impos- 
sible. It stiffened the Allies’ terms. But at the same time the 
defeat of Russia revived hopes in Germany. It was clear that 
a large American army would not be ready for a year, and the 
Central Powers hoped that by transferring their eastern armies 
to the West, and by an intensified submarine campaign, they might 
yet avert the disaster and humiliation of surrender. 


Not until the 2nd of May did Mr. Bonar Law, the new Chan- 
cellor of the Exchequer, present his summary and estimates to 
the Committee of Ways and Means. It was, or should have been, 
an occasion for strong words and deeds; never in British history 
had there been such a deficit. Food difficulties were felt. But the 
taxes, though high, were easily borne by the masses; for the 
amount so taken was small in relation to the amount borrowed ; 
and in view of the appalling slaughter and general mourning, 
many, even of those who were making large paper profits, would 
have welcomed a further conscription of wealth. Owing to the 
growing number of our troops in the field (now fed by conscrip- 
tion), to the rising cost of munitions and to increased advances 
to our Allies and Dominions, the past year’s expenditure had 
exceeded Mr. McKenna’s estimate (£1,825 millions) by more than 
£372 millions. By this date we had advanced £828 millions to our 
Allies and £142 millions to the Dominions, 

At the same time the revenue from taxation exceeded the 
estimate by £71 millions, amounting to £5734 millions, nearly 
three times the pre-war rate, if we neglect the depreciation of 
the pound sterling. The discrepancy was due entirely to the 
Excess Profits Duty, for which no materials existed to form a basis 
for precise calculation. This new tax brought in the prodigious 
sum of £140 millions, or £54 millions more than Mr. McKenna’s 
guess. Mr. Law explained that between £30 and £40 millions of 
the excess were due to *‘ payments in advance carrying interest 
which were not arranged for at the time the Budget statement 
was made, but which were put later into the Finance Bill’. 
Income Tax and Super-Tax also exceeded the estimate by £10 
millions, thereby more than counterbalancing a £9 million deficit in 
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Customs and Excise. An increase in the yield of stamps pointed 
to a ‘considerable revival of business on the Stock Exchange’, 
while the two millions collected by penny stamps appeared to 
show that ‘the use of cheques as a form of currency has increased’. 

Altogether over £1,624 millions, the deficit for the year, had 
to be raised by borrowing. Mr. Law gave particulars of the 
subscription to his 5 per cent. and 4 per cent. (tax compounded) 
Loans, which had been a great success, though the conversion 
rights attached to earlier issues added seriously to the taxpayer’s 
burden. Thus £821 millions of Mr. McKenna’s 44 per cent. Loan 
were converted into a larger amount of 5 per cent. Loan, which 
was floated at 95. The stock and bonds so converted came to 
over £1,048 millions, which were represented by £1,103? millions 
of £5 per cent. stock. 

Turning to the Floating Debt, Mr. Law thought the position 
satisfactory. The total Treasury Bills outstanding amounted to 
£416 millions. He contended that the Exchequer Bonds, often 
spoken of as part of the Floating Debt, were not so in reality, 
because the earliest of them did not fall due until 1919. 

The National Debt had increased during the year by £1,714 
millions, and stood at £3,854 millions on 3lst March; ‘ but from 
that,’ said Mr. Law, ‘ in estimating what our position on a peace 
basis will be when the War is over, we are entitled to deduct the 
advances to our Allies and the Dominions.’ As one looks back, 
it seems incredible that a Chancellor of the Exchequer could at 
that time have counted the advances to Russia as a good debt. 
But on this fantastic assumption the financial position remained 
sound. At the end of each financial year we should be able to show 
a surplus of revenue (not including the duties that would come to 
an end when the War closed) which would provide us with the 
amount necessary to carry on the services of the country, including 
a reasonable provision for paying off the debt. The sum worked 
out as follows : 


_‘ Our total revenue is £573-4 millions. If you deduct Excess Profits 
Duty and other non-recurring revenue, and interest from the Dominions 
and Allies, the amount of which is roughly £157 millions, there is left 
a total of £416 millions. The pre-war expenditure, without debt charges, 
was approximately £173 millions. If you add—and it will not be less for 
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pensions and Education—the amount of £30 millions, and if you take the 
debt at the rate of 54 per cent., which would pay it off in 43 years, at the 
amount of £153-7 millions, on this basis, at the end of last year there was 
a balance in our favour of upwards of £59 millions.’ 


A critic might well have asked: ‘ What is the good of this 
calculation ?’ The War had not stopped at the end of the financial 
year—thirty-two days before Mr. Bonar Law spoke; and when- 
ever it did stop there would of necessity be a vast demobilization 
expenditure. It would have been far better not to attempt to 
disguise from the people what they were in for. Candour and 
courage are never needed more than in war finance when extrava- 
gance runs riot and borrowing (at high rates) is only too easy. 

Up to the end of the financial year our expenditure during the 
War had aggregated £4,318 millions, of which £1,137 millions, or 
26 per cent., was provided out of revenue, and Mr. Law claimed 
that ‘no belligerent country by any possibility could present 
a figure so satisfactory as this’. To say that other belligerent 
countries were in a worse plight was one thing. To describe as 
satisfactory an addition of over three thousand millions in two 
years and a half to our dead-weight debt was quite another. 
Nor can it be denied that the inflation of the currency and of the 
national income should have enabled the Government to collect 
a much larger amount of tax revenue, to say nothing of the savings 
which might have been effected on the expenditure side in the 
matter of wages and contracts. 

At this time the average rate of interest on the debt was 
4? per cent., and Mr. Law went into a discussion ‘ as to what the 
rate of money at home ought to be’. If the rate was low, there 
would be a great saving on interest, both at once and in the 
future; but a low rate might mean inflation. ‘It has been 
absolutely necessary ’, he declared, ‘ that the rate of money here 
should be distinctly higher than on any other money market in 
the world.’ This extraordinary statement was supported by 
a comparison with Germany, where (he said) conditions were 
simpler and more favourable for Government borrowing because 
the allied blockade almost prevented foreign trade; ‘if we had 
been in that position I do not doubt that we would have got 
money | or 2 per cent. cheaper than we have actually had to pay.’ 
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Our Chancellors usually reserve their proposals for new and 
increased taxation until the end of the Budget; Mr. Law broke 
this rule by announcing his in the middle. There is this to be said 
for the breach of precedent that (measured against the growth of 
expenditure) they were almost insignificant. They had, moreover, 
been so very precisely forecast by the press that he felt bound to 
declare there had been no leakage of information from the 
Treasury. The Committee, he thought, would be surprised, and 
many Members disappointed, ‘ when I tell them that I do not 
propose to add any new taxation whatever, and that I only 
propose to make additions in the case of three existing taxes ’. 
Yet the ordinary rule ‘ that taxation should be for the sake of 
revenue and for that alone’ was not applicable. He thought, 
under the circumstances, it should also be used to discourage 
unnecessary expenditure. He had examined very carefully a 
large number of proposals from that point of view, but he rejected 
them all for two reasons, (1) that the trouble and cost of collection 
outweighed the gain, and (2) that ‘ the staff at the disposal of the 
Treasury is not sufficient to enable us to cope with new taxation ’. 
The argument was plausible. But when we consider the labour 
and disturbance and vexation connected with such things as food 
rationing and the army of bureaucrats which was being created by 
war regulations, we are inclined to think that it was only a pretext 
for doing nothing. 

The first addition to existing taxes was an increase in the 
Entertainment Tax by raising the stamp duty on tickets costing 
threepence or more; this was expected to bring in an extra 
£1,500,000. Free tickets were also to have a stamp. Then the 
Tobacco Duty was to be raised by Is. 10d. a pound, which was 
expected to bring in £6 millions in the current year. It was 
justified by the fact that last year’s increase in the duty had not 
been followed by any decrease in consumption. The third and 
most important proposal was to raise the Excess Profits Duty 
from 60 per cent. to 80 per cent. Some Members cheered this 
announcement, and at first sight it appeared to be thoroughly 
just and fair in principle. For if the conscription of life is to be 
accompanied by the conscription of wealth, the wealth to be first 
taken should certainly be the profits made by war profiteers remain- 
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ing at home. Nothing certainly could be fairer than to tax to the 
limit all profits arising directly out of the War. To the objection 
that this was not merely a tax on war profits, Mr. Law answered : 
‘I cannot consider it unfair, or consider that any one is badly 
used, if he gets a larger income during the War than he got before.’ 
But the duty had nothing to do with any man’s income ; it was not 
assessed on men at all, but on businesses, and the owners of a 
business might be called upon to pay a large amount in respect 
of the profits of one business although they were making losses 
on other business. Mr. Law’s argument was good enough, 
however, and would have been quite watertight if he had been 
defending an ‘ Excess Income Tax ’. However, he met one of the 
original objections to the Excess Profits Duty—that it was a 
retrospective tax—by proposing that the new rate of duty 
should only begin on Ist January 1917, the Prime Minister having 
intimated in December that the duty would be raised. From 
the same date also the Munitions Levy would be merged in the 
Excess Profits Duty, both being collected by the Board of Inland 
Revenue. 

As a revenue-producing instrument the Munitions Levy 
suffered from the defect ‘ that once a certain amount of profit 
was made nothing more could be made’. By merging both 
duties in one the incentive to extra production, though small, 
would still remain. Mr. Law did not agree that the levy system 
was entirely bad, although he admitted that large sums had been 
spent on advertisements and in scrapping works and machinery. 
After the War we should find, he predicted, that ‘ as the result of 
the way in which munitions have been produced, we have revolu- 
tionized our whole industrial processes’. In order to remove 
some of the unfairness in the working of the duty, Mr. Law raised 
the rate allowed on new capital put in during the War from 
6 per cent. to 9 per cent. in the case of companies and from 
7 per cent. to 11 per cent. in the case of private firms. — 

Mr. Law then branched off into a discussion of the shipping 
trade, saying that he agreed with the common opinion that no 
trade had made such big profits during the War, or profits so 
directly due to the War. For that reason the trade was now 
being treated in a special way, and he regretted that the Govern- 
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ment had delayed so long in taking control of shipping. Excess 
Profits Duty, he said, did not meet the situation, because where 
there is something like a monopoly ‘ the rates would be raised in 
order to increase profits in consequence of the tax’. Of all the 
ships exceeding 1,600 tons, 90 per cent. were either requisitioned 
or under notice. On one point public opinion was wrong. ‘ Blue 
Book rates’ no longer allowed a large margin of profits; from 
a score of accounts of typical ships Mr. Law was convinced that 
‘in not one of these cases was it possible for them, under the 
requisition terms, to make anything like pre-war rates of profit’. 
But under the Excess Profits scheme, ‘if a profit was made last 
year and loss or deficiency is made this year, there is a provision 
which is quite fair, that the duty on this year’s deficiency below 
the pre-war standard of profits shall be made up out of the 
Excess Profits Duty’. Mr. Law proposed that this provision 
should not apply to shipowners, so that they would not be able 
to make up their profits to the pre-war standard. The 20 per cent. 
addition to the Excess Profits Duty was expected to bring in 
£20 millions during the current year, though why an increase of 
one-third in the rate of the tax which had just brought in £140 
millions should only add one-seventh to its yield Mr. Law did not 
explain. Like his predecessor, the Chancellor refused to bring 
farmers under this tax, pointing out that it would involve 50,000 
assessments. 

Passing to the estimates for the current year, he admitted 
that they must be largely guesswork. In tabular form the 
estimates of expenditure were as follows, but the actual ex- 
penditure proved to be £5094 millions more : 


EXPENDITURE, 1917-18 


Estimate 
£ 
Debt Charges . : s ; : 211,500,000 
Navy, Army, and Air Force. . 1,438,500,000 
Miscellaneous War Expenses . , 136,500,000 
Advances to Allies and Dominions . 400,000,000 
Total : . 2,186,500,000 


So far during the current financial year the expenditure 
per day had averaged £6,275,000 ; in the year 1916-17 it had been 
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£6,020,000. Revenue figures seem small in comparison, the total 
estimate being only £638-6 millions, of which the purely tax 
revenue was £569-7 millions. Mr. Law expected a falling-off in 
Customs and Excise and in every branch of non-tax revenue such 
as Post Office and Telegraphs, except in miscellaneous revenue, 
where he took credit for a contribution promised by the Govern- 
ment of India. An addition of £19 millions was expected from 
Income and Super Tax, and one of £60 millions from Excess 
Profits, so that the meagre £20 millions anticipated from the 
addition of one-third to the rate of duty becomes all the harder 
to understand. 

These figures left a balance to be provided by loan of 
£1,651,781,000, a truly colossal and appalling addition to the 
National Debt. Repeating his earlier calculation, Mr. Law 
reckoned that ‘ our position at the end of the year on a peace 
basis’ would show a balance of only £2 millions ; but he thought 
it right to count on an expansion of revenue from Customs and 
Excise after the War, from Income Tax on War Loan not deducted 
at the source, from large arrears of Excess Profits Duty, and from 
Income Tax on such profits when the duty was abolished. 

As Mr. McKenna in opening the discussion pointed out, 
Mr. Bonar Law was in a happier position than his predecessors 
at the Treasury, because the entry of America into the War 
freed him from some of the difficulties of ‘ making payment for 
our immense imports and for the advances for the foreign pur- 
chases of our Allies’. Nor would he be harassed by the difficulty 
of maintaining sterling exchange with the American dollar. The 
ex-Chancellor disagreed with Mr. Law’s statement that his 
imaginary Peace Budget at the end of the financial year would 
give a balance of two millions. On the revenue side indeed he 
thought his estimates too modest ; for in addition to the increased 
revenue from peace taxation when the Excess Profits Duty came to 
an end there would be the Income Tax from the interest on the 
year’s borrowings—some£16 millions. Yet he feared that Mr. Law’s 
estimate of a daily expenditure of £6} millions would be exceeded, 
because every estimate hitherto except that of September 1915 
had been greatly exceeded. These under-estimates of expenditure 
had been due to ‘ the steady upward trend of prices’. 
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To some extent prices could be controlled, at least in the 
case of commodities at home ; but now a new event had happened 
—‘ the great supplier of the world has become a combatant’. It 
might thus be possible to enter into new arrangements; but if 
there were a limitation of prices ‘the exporting country must 
lose profits’. England had already done this in the case of 
exports to the Allies, i.e. on coal and ships; Mr. McKenna 
suggested that similar arrangements should be made with 
America. 

Turning to Excess Profits Duty, Mr. McKenna approved of 
Mr. Law’s proposal to incorporate the Munitions Levy in the duty, 
and ventured to predict that the amount collected under the levy 
since July 1915 from all the controlled firms would be ‘ practically 
negligible’. Nearly all the Excess Profits Duty had been collected 
from firms other than controlled firms, and ‘ all the profits which 
might be called purely war profits have so far paid almost nothing 
into this gigantic revenue’. The Munitions Levy took everything 
from the taxpayer after a certain amount of profit had been 
made; consequently there was no inducement to employ further 
capital or to exercise greater energy, industry, or economy. The 
tax, indeed, was too complicated; as Chancellor he had found 
‘a wonderful willingness among people to pay taxation on two 
conditions, (1) that they must understand it, and (2) that they 
must believe it to be fair’. 

Mr. McKenna doubted the wisdom of raising Excess Profits 
Duty from 60 per cent. to 80 per cent., believing that there was 
a limit beyond which you cannot expect anybody to risk his 
capital, if he is to get no return. He was amazed ‘ that a revenue 
of this magnitude should have flowed into the national coffers 
without apparently the slightest injury to our trade or business 
credit or commerce’. Mr. S. Roberts (a banker) agreed with this 
last sentence, but misunderstood a statement of Mr. Law’s, 
‘the Chancellor of the Exchequer told us just now that about 
one-fourth was being raised by revenue towards the War’. 
Mr. Law had not said this; only that one-fourth of the whole 
national expenditure was being raised by revenue, and this 
included the normal peace expenditure. Moreover, as should have 
been clear already, this normal peace expenditure was increasing 
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as the purchasing power of our paper currency decreased, so that 
the figures were less favourable than they appeared to be; 
Mr. Roberts was therefore wrong in saying, ‘ so that what we are 
raising now will be about one-fourth of the national income ’.! 
Mr. Roberts congratulated the Chancellor on rejecting the advice 
of ‘certain financial papers’ to raise the Income Tax, on the 
ground that by so doing he would have endangered his next loan. 
As a matter of fact, no other big loan had to be issued during the 
War, because the cheaper method of day-to-day borrowing 
proved successful; and the standard rate of Income Tax was 
raised in the next Budget to 6s. 

Mr. Roberts pleaded for more indirect taxation, and especially 
for taxes on imports ‘ which might have a protective effect but 
yet at the same time would bring in revenue’; he quoted a 
recommendation to this effect from a sub-committee of the 
Advisory Committee of the Board of Trade on Key Industries 
after the War. 

A new point was raised by Mr. MacCallum Scott. An Act of 
Parliament had forbidden house-owners to raise their rent, but 
did not prevent builders and plumbers and painters from raising 
their charges for repairs; yet the house-owner could not set off 
against his revenue from house property more than one-sixth of 
the rental value. But where the annual value is not more than 
£12 the owner might set off the actual cost of repairs and mainte- 
nance up to one-quarter. Mr. Scott wanted to put a house-owner 
in the position of any other owner of a business by allowing him to 
set against his revenue the total cost of repairs and maintenance 
in any year. 

' General Page Croft wanted more indirect taxation—‘ there is 
a very considerable proportion of the population who are better 
off than they have ever been in their lives; . . . there must be 


' The ‘ gross income for Income Tax purposes’ and the ‘ income on which tax was 
received ’ are returned by Somerset House as follows : 


Gross income Tax received on 
Year Ss £ 
1913-14. ; : . 1,167 millions 791 millions 
1914-15. : ‘ 2” 13238 Vs 814 ; 
1915-16. : ; wilkaes $5 8738 
1916-17. ; : . 1,662 As 981 


1917-18 . j : Sy Lt ay 3 1,083 
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ways of broadening the basis of taxation so that a larger number 
of people will be able to contribute’. Sir J. Walton regretted 
that the Excess Profits Duty was not extended to the professional 
classes and farmers. He quoted the case of a farmer who made 
£1,500 profit in 1915 and £5,000 in 1916, but paid nothing except 
income tax on his rent. Some doctors had doubled their practices 
because others were at the front, and some barristers had gained 
for a similar reason ; ‘ why not adopt ’, he asked, ‘ the absolutely 
equitable principle of making this Excess Profits Duty apply 
universally to everybody who has an increased income as com- 
pared with pre-war years?’ He regretted that the Chancellor, 
when introducing the £2,290 million Budget, said nothing about 
the need of rigid economy; he could not understand why huge 
sums were being spent on the construction of monster battleships 
and cruisers which seemed to be comparatively useless under the 
new conditions of naval warfare. 

A broader basis of taxation was also demanded by Sir F. 
Banbury, who reckoned that three-quarters of the last year’s 
revenue came from Income Tax, Death Duties, and Excess 
Profits Duty. He thought that there had been too much borrowing 
by means of Treasury Bills. So little interest was taken in the 
discussion that Mr. Clynes, who followed, had hardly finished his 
first sentence before some one noticed that there were not forty 
Members present, but enough came in before the count was 
finished. Mr. Clynes admitted that ‘every class of the com- 
munity should bear its share of the burdens of the War ’, but he 
said that there were a few millions whose wages were so inadequate 
that they ought to have no further burdens put on them. Then 
he went on to complain of the Entertainment Tax and the 
Tobacco Tax, as if those taxes could do injury to people who had 
not income enough for necessities! He approved of the 20 per 
cent. addition to the Excess Profits Duty ‘ because no one of us 
is entitled to make a profit out of this war ’, but he objected to the 
application of the duty to Co-operative Societies. 

Mr. D. M. Mason criticized an earlier statement of the Chan- 
cellor (13th February), ‘ that we should be able to wipe the whole 
of the National Debt away in a comparatively short time’. He 
was amazed to hear the Chancellor of the Exchequer declaring 

1569,57 N 
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that the increased issue of paper money had nothing to do with 
prices. He thought the Sinking Fund attached to the 5 per cent. 
War Loan ‘ largely illusory in time of war ’, contending with truth 
that the only real sinking fund is ‘a surplus of revenue over 
expenditure’. The Sinking Fund here mentioned was employed 
as a sustentation fund for keeping up the market price by buying 
when the quotation fell below the issue price of 95. Later on, 
when the Government’s credit improved, this so-called sinking 
fund ceased to operate. 

Several Members demanded some redress of the double income- 
tax grievance, and in his reply on behalf of the Treasury Mr. Stan- 
ley Baldwin? repeated the promise of a Royal Commission on the 
Income Tax after the War, which would also deal with the 
question of double income tax. Mr. T. C. Taylor, as a manufac- 
turer who had to pay it, welcomed the increase in the Excess 
Profits Duty. He was all for direct taxation, * as the least cum- 
brous, the least costly, and the least difficult way of raising 
additional revenue ’. 

Resuming discussion next day Mr.J. A. Bryce, a City banker, 
congratulated the Chancellor on the success of his 5 per cent. Loan, 
especially in view of the difficulties created by the issue of 6 per 
cent. Exchequer Bonds and by the raising of the bank rate to 
6 per cent. in the autumn of 1916, adding, ‘ I believe the opinion 
of financial authorities was that neither of these steps was neces- 
sary’. It is surprising to read that Mr. Law had been ‘ pressed 
by eminent banking authorities in the City to issue his loan at 
6 per cent.’ Worse counsel could hardly have been given. The 
rate of interest offered was quite high enough. A skilful pro- 
paganda with the appeal to patriotism was more effective; and 
as soon as the Government loan was announced other gilt-edged 
securities were scaled down until they offered a higher return. 
A 6 per cent. War Loan would have meant a general and heavy 
decline in the list’ of trustee securities. Probably Mr. Law’s 
loan might have been floated at par instead of at a discount of 
five points, 

Turning to the Excess Profits Duty Mr. Bryce feared that the 


? Chancellor of the Exchequer in Mr. Bonar Law’s Ministry, 1922, Prime Minister 
in 1923, and again at the end of 1924. 
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result of it would be to deprive all kinds of companies of the 
necessary working capital. Yet he saw much private extravagance 
going on which might have been checked by taxation ; as a banker 
he had to go round and look at the branch banks, and had been 
‘ absolutely astonished during the last two years to see the vast 
amounts of money which are being earned and spent’. The 
Government had been raising wages needlessly, especially through 
such improvident methods as paying contractors on a percentage 
basis. 

Another instructive contribution to the discussion came from 
Mr. Sydney Arnold, who began by saying that the new taxation 
proposed was quite inadequate. He assumed that at the end of the 
current financial year the total additions to the pre-war debt 
would be £4,850 millions, and even if the Allies and Dominions 
could pay interest on £500 millions of their advances the burden 
on the British taxpayer for interest and sinking fund would be 
£240 millions. Then for pensions and increased civil expenditure 
another £60 millions would be wanted, making, with our pre-war 
expenditure of £200 millions, in round figures £500 millions a 
year. Against this the present permanent revenue (Excess 
Profits Duty being deducted) would not be more than £470 millions, 
consequently further taxation should be imposed at once to bring 
in £30 millions. Mr. Arnold reckoned that large sections were 
distinctly worse off than before the War, in spite of wage increases, 
owing to higher prices ; hence he thought that the taxes on sugar 
and tea were too high. Asan alternative he preferred higher direct 
taxation, and increased indirect taxation of luxuries; he also 
suggested taxes on titles," land values, and mining royalties, and 
an addition to the Death Duties. He regarded a higher income 
tax as ‘a sort of compulsory saving’. In detail he wanted to 
raise the standard rate of Income Tax to 6s. 3d. in the pound, to 
begin Super Tax at £1,500 a year, and to increase the scale on the 
bigger incomes. 

Mr. Currie could not agree with Mr. Arnold’s view that the 
Chancellor ought to budget for future ages. A sharp attack on 
the Budget came from Mr. Godfrey Collins, who thought the new 
taxation proposals altogether inadequate. He agreed with 

1 In 1924 Mr. Arnold joined the Labour Government and received a peerage. 
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Mr. Arnold that an income tax of 6s. 3d. in the pound was neces- 
sary; he reckoned that hitherto only 19 per cent. of the War 
expenditure had been paid for out of revenue. Mr. Outhwaite 
agreed that the Income Tax ought to be raised; but he was 
anxious to have special taxation of the land and of coal and iron 
ore. One or two Members had talked about ‘ the conscription of 
wealth’; but, asked Mr. J. M. Henderson, ‘is wealth not con- 
scripted now ? what are Death Duties rising up to 15 per cent., 
what are Super Taxes but conscription of wealth ?’ 

Support for the demand that Excess Profits Duty should be 
extended to all persons whose profits or incomes had risen during 
the War came from Mr. T. Wiles, who took the case of farmers. 
He calculated that farmers had made an extra £20 millions in the 
first year of war from the higher prices of all kinds of grain, 
£40 millions in the second year, and from £100 to £120 millions in 
the third year; hay, straw, milk, beef, mutton, and pork were 
all much higher in price. But the prices and wages paid by farmers 
up to that time had not risen so quickly or so far, while rent and 
rates had not risen at all. And now the farmer was to have 
‘a handsome profit guaranteed to him ; we are to have bounty-fed 
wheat and oats; he has a guarantee for his price for years ahead 
and a guarantee that his rates are not to go up’.1_ When farmers 
wanted compensation, as in the evidence tendered to the Losses 
Commission, they referred to the enormous profits they had been 
getting. ‘ When a farmer wants anything he can always produce 
figures and evidence to show what his profits are, but when he has 
to pay anything then he does not keep accounts, but is an ignorant 
person, and he must leave it to the Treasury or the Chancellor 
of the Exchequer to charge him what is the fair thing.’ 

Miners, especially in South Wales, seem to have been angry 
at being asked to pay Income Tax; Mr. Hancock, a miners’ repre- 
sentative, argued against the lowering of the Income Tax exemp- 
tion limit, declaring that men working by the day received only 
"a wage from 50s. to 55s. per week ; those people have to pay 


+ After this period conditions were less favourable for farmers; prices were fixed 
against them though feeding-stuffs continued to rise, and wages were raised by the 
Wages Boards. When the post-war boom period ended, prices of agricultural produce 
fell heavily, and farmers found a difficulty in making both ends meet. Many of them 


had purchased their farms, no doubt with the help of their war-profits, while prices 
were still high. 
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the Income Tax’, Here Sir J. Walton interjected—‘ the limit 
is £130’ ; and the Chancellor, in his reply, pointed out that the 
allowances for children raised the exemption limit for a man with 
three children to £4 per week. A meeting of miners had been held 
which passed resolutions asking the Government to restore the 
old limit of £160 because the cost of living had risen, but Mr. Han- 
cock said, * There is no desire anywhere to avoid the payment 
of just and equitable taxes’. He was reminded by Mr. T. M. 
Healy that the working classes in Great Britain ‘ have an advan- 
tage which is not enjoyed elsewhere, because there are Co-opera- 
tive Societies which are not taxed’. Mr. Healy complained that 
very little of the war money was being spent in Ireland. As a 
long-distance traveller, he objected to the 50 per cent. addition 
(in January 1917) to railway fares under D.O.R.A. 

Mr. Bonar Law replied at considerable length to his critics 
and surprised the Committee by bringing forward a new tax. 
Dealing first with higher fares, which Mr. Healy called the ‘ Rail- 
way Tax’, Mr. Law admitted that a similar proposal ‘ was put 
into the Budget of last year and left out after criticism in this 
House, but it was put in for the sake of raising revenue. That is 
not the object of the change which is being made now. It has 
been made deliberately with the object of stopping traffic because 
the rolling stock is needed in France. It is not intended to get 
revenue from it, and it will not produce revenue. The declara- 
tion that the higher fares would not produce revenue proved to 
be mistaken, since the 50 per cent. addition to the fares did 
not cause anything like a 33 per cent. reduction in travelling ; 
moreover, it was fully justified on the ground of increased working 
expenses. All through the War, however, and for some time after 
it, the Government neglected the duty of maintaining a balance 
between the railway receipts and railway expenditure ; increases 
of wages were granted almost as easily as they were demanded, 
and were not followed by any increase in the charges to the 
public ; Government traffic was carried free, and no real accounts 
were rendered to railway proprietors. 

When Mr. Healy asked why fares were not raised in London, 
Mr. Law replied: ‘I am not familiar with all the facts; but I 
think that the reason is pretty obvious, because the people of 
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London have to come in to their work and there is no desire to 
stop the traffic because you could not stop it.’ On the general 
financial position he pitted Mr. Arnold and Major Collins, who 
said that he was too sanguine, against Mr. McKenna, who said 
that he had underrated the prospects of revenue at the end of 
the year. To Mr. Arnold’s assumption that the Allies would not 
be able to pay us the interest on their debts at the end of the War, 
Mr. Law retorted: ‘I am sure that that is wrong. Unless we are 
defeated I see no reason whatever to suppose that they will not 
be able to pay us interest on the loans.’ Then he went on to 
explain (in reply to Mr. McKenna) why he had presented a view 
for the end of the year which was probably worse than the reality : 
‘When I began to consider the Budget I took this as my aim, 
that at the end of the year on which we have now entered we should 
still be in this position, that the amount of present taxation 
(without including taxation which we presume would be taken off 
at the end of the War and making allowance for the new debt 
which we should incur) would be sufficient to leave a margin with- 
out having to add additional taxes.’ Had he asked the Treasury 
officials to make an estimate, they would have shown a large 
margin. Mr. Law admitted that he had taken no account of 
Income Tax on the war loans issued during the year; ‘ that, 
I think, in itself would amount to something like £15 millions.’ 
Secondly, ‘I took no account whatever of the return from items 
of taxations which have not gone down—revenue on account of 
stamps, post offices, telegrams, excises and everything of that 
kind’, Nor had he reckoned that the excess profits taxed during the 
War would be represented by some kind of profits when peace comes.” 

Turning again to Mr. Arnold’s suggestions the Chancellor 
expressed surprise at finding ‘ a recurrence to the old ideas about 
not getting enough out of the rich people ’. 


‘If there is one thing which, honestly, has impressed me more than 
another in connexion with this war, except perhaps the readiness of men 


1 The fact was, of course, that as war debts increased the prospect of their being 
paid in full was constantly diminishing. 

* This new calculation was again very misleading, for it left out of account all the 
expenses of getting back from a war footing to a peace footing—the cost of demobiliza- 
tion, gratuities, out-of-work allowances, &c., while the cost of pensions was amazingly 
under-estimated. 
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of all ranks to risk their lives, it is the readiness with which people have 
borne taxation of a weight which has never been known before in the old 
days, and which could not be imposed in any other country on the same 
scale.” How enormously taxation might mount up was shown by the 
Mineral Rights Duty ;— where royalties vary according to price the result 
is that if a man is getting royalties and has a large amount of income on 
which he pays Super Tax, the share of the excess which he pays to the 
State under the Excess Mineral Rights Duty may be 954 per cent.’ 

Mr. Law repeated what he had said about farmers and taxation, 
but on referring to a later column we find Mr. Baldwin explaining 
that when the Chancellor of the Exchequer spoke of the tax he 
meant a substitution of Schedule ‘D’ for Schedule ‘B’, i.e. 
a profits basis instead of a rents basis. When Mr. Wiles inquired, 
‘Could you not have doubled it on the rent?’ Mr. Law could 
only reply, ‘You cannot be sure that that would be fair all 
round.’ However, as will appear later, he adopted double the 
rent as the basis in his 1918 Budget. ; 

Mr. Law expressed surprise that the payers of Excess Profits 
Duty had made so few complaints: ‘I recognize that it is an 
extremely heavy tax and a tax which will inevitably have a very 
bad effect on trade after the War ; but that is true of all taxation 
on this scale.’ As compared with Germany we were imposing 
enormous taxation on companies, but Mr. Law thought that 
the German companies, if they escaped excess profits taxation, 
had at least to lend their profits to the Government. ‘ What is 
going to happen after the War? Our industry will not revive 
unless there is credit nor will the German industries.’ The credit 
of firms would depend on the country’s credit ; ‘ therefore, in my 
view, it will probably be found that credit here will be better than 
in Germany, just because we have had the courage to use our 
revenue to meet our expenditure and, therefore, to improve the 
whole standard of our national credit.’ Here at any rate Mr. Bonar 
Law was to prove a true prophet. 

Another contention of Mr. Arnold’s, which was more strongly 
urged by critics outside Parliament, was that we ought to raise 
a far larger sum by taxation. Mr. Law did not treat this question 
as one of ability to pay, or of taxable capacity ; indeed, he seemed 
to think that there might be no taxable limit, for he said that’ 
no Member ‘ would hesitate for a moment if the need were there 
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to take a half, if necessary three-fourths, of the income of any one 
who had a sufficient subsistence on what was left’. But, he con- 
tinued, ‘ money has to be raised and I am perfectly certain of this, 
that it will be easier to raise a large part of it by loan than by 
taking it all from income ; and you cannot do both on that kind 
of scale’. Of course it was easier to raise money by loan, but 
to do so was to remove incentives to economy and to lower the 
purchasing power of the pound sterling, which had the same effect 
as an Income Tax without exemptions, abatements, or allow- 
ances. Inflation is a form of confiscation; and this view helps 
to explain the theory maintained by some economists that you 
cannot make posterity pay for a war. 

A deputation from several Trade Unions had asked the Chan- 
cellor to raise the limit of total exemption from Income Tax, and 
among other things to extend the allowance for children to 
adopted children. Mr. Law agreed to give the extension ; but as 
to the exemption limit ‘ we have to raise these vast sums of money 
and every class has to pay according to its ability’. A man with 
three children did not pay income tax until his income exceeded 
£203 ; consequently there was no case for raising the exemption 
limit. Then came the surprise of the day, and indeed of the whole 
Budget. Mr. Law began to talk about dogs. For some time our 
food-supplies had been causing anxiety, a Food Controller had 
been appointed, and Mr. Law had been talking to him about 
dogs. A committee was also appointed and had sent a report 
to the Chancellor on 2nd May, so he had no time to decide, and in 
any case a bill was necessary to alter the dog licences. Mr. Law 
was thinking about a graduated scale for dogs, so much for the 
first dog and rather more for the next; with a very high tax 
comparatively * on any one who has not a dog now but wishes to 
keep one’. In a day or two the whole idea was dropped. ; 

A Canadian by birth Mr. Law was naturally sympathetic on 
the double Income-Tax grievance, saying: ‘ As it exists now it is 
unfair, and ought not to continue after the end of the War.’ 
But he could not give up revenue, and observed that the repre- 
sentatives of the Dominions, during a discussion at the Imperial 
Conference, urged that the question should be dealt with, but not 
until immediately after the War. 


THE FIFTH WAR BUDGET, 2 MAY 1917 185 


A further attack on wage-earners’ Income Tax was made by 
Mr. Jowett, a leading Socialist, who wanted to know the cost of 
collecting it from people with incomes between 50s. and £3 a week. 
_ He supported Mr. Arnold’s criticism of the Tea and Sugar Duties, 
declaring that cotton operators had hardly obtained any increased 
wages ; yet he thought that it would have been ‘ in the national 
interest to raise a much larger proportion of the cost (of the War) 
by means of taxation’, and he protested against there being no 
crease in the regular Income Tax. He predicted that after the 
War the working classes would refuse to pay the interest on the 
War Debt: ‘ The expense of the War’, he declared, ‘ will have to 
come, sooner or later, from the rich ; those who have the incomes 
will have to pay.’ 

Some amusement was got out of the Dog Tax. Mr. Hazelton 
argued that if this tax was imposed with a view to food economy, 
‘it must be a graduated tax according to the size of the dog’. 

In spite of the objections which had been raised the Tea Duty 
and Tobacco Duty Resolutions were adopted without a division. 
When the increased Tobacco Duty came up for discussion Sir 
J. D. Rees, while disliking tobacco, expressed a fear that the 
higher duty would increase the consumption of food, on the curious 
ground that smokers and drinkers eat less than abstainers, but 
the Speaker observed, ‘ That does not arise from the resolution’, 
and the duty was passed. 

Some discussion arose on the increase of the Entertainment 
Duty, Mr. Hogge maintaining that the tax of 2d. on seats between 
3d. and 6d. was a bad thing for the revenue; but Mr. Baldwin 
quoted a trade paper to the effect that the taxation had had little 
effect on box-office receipts. 

Many Members had urged that the Excess Profits Duty should 
apply to professions as well as businesses, and Mr. Law, pointing 
out that his salary as Chancellor would have been excess profits 
and therefore subject to duty, went on: ‘I think that would have 
been perfectly fair, but after close inquiry I have come to the 
same conclusion as my predecessor—that in order to get revenue 
from the professional classes you would have to spread your net 
so wide and make so many assessments from which nothing 
would come, that, as my advisers tell me, we should really not get 
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a revenue in proportion to the expenditure.’ Was this so? The 
Inland Revenue authorities already had the income-tax assessments 
of professional men (and others) for past years ; nothing would have 
been simpler than to charge any income in excess of the pre-war 
average at a higher rate. 


Vote of Credit 


Before discussion on the Budget could be resumed the Chan- 
cellor of the Exchequer came forward (9th May) to demand 
a Vote of Credit for £500 millions, the largest sum ever asked for 
in a single vote. Mr. Bonar Law felt bound to explain his action 
at some length; for on 12th February the House had voted £350 
millions which were expected to last until the end of May. * The 
expenditure, however, has so much exceeded the anticipation that 
there was on Saturday last an unexpended balance of only £89 
millions.’ Of the £261 millions thus spent the Army, Navy, and 
Munitions required £173 millions, and advances to the Allies 
£64 millions. The alarming feature, as Mr. Law said, ‘ was that 
the total represented a daily average expenditure of £7,450,000’ ; 
only a week ago he had estimated the daily expenditure out of 
the Vote of Credit for the whole year at about £54 millions ! 

Immediately he had had ‘ a most complete examination made 
into the expenditure of the first period of this year’, and as a 
result he found that for Ist April to 5th May two millions a day 
were represented by advances to Allies and Dominions, while the 
Budget estimate was only £400 millions for the whole year. This 
explained nearly half the excess expenditure. Then Mr. Law found - 
that our financial sub-agents abroad had a much larger balance 
in their hands than usual. Thirdly, ‘ under the system whereby 
the expenses of the Dominions’ forces are paid by us here at home 
and are reimbursed by the Dominion Government, we continued 
paying out during April and received nothing, but the receipt will 
come along in due course’. Mr. McKenna thought the Chancellor’s 
speech very alarming at first, and still felt some anxiety after 
hearing his explanations. He accepted the accumulation of 
balances as explaining one million a day, but ‘ as regards advances 
to our Allies and Dominions the money has gone’; as he said, 
‘all our estimates of expenditure, with a single exception, have 
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been under the mark’ ; but he thought that part of the increased 
expenditure might be explained by the sharp rise in the price of 
wheat in America.! 

On 14th May Mr. Molteno and Sir F. Banbury complained of 
the loss of control over finance which resulted from the appoint- 
ment as Financial Secretary to the Treasury of a non-Member. 
Hence the control which the House of Commons used to exercise 
through the Financial Secretary had disappeared. Mr. Molteno 
said that the control of the taxpayer’s money had grown very 
lax; there was great waste, grave scandals; some articles were 
paid for two or three times over. These criticisms were answered 
at some length by Mr. Law and Mr. Montagu, but not very 
satisfactorily. 

When the Second Reading of the Finance Bill was moved on 
24th May, Mr. Leif Jones could not agree with the Chancellor’s 
assumption that he was the victim of misfortune when he attri- 
buted the great increase in the estimates of expenditure to the 
continued upward trend of prices. ‘He and the Government 
are in some degree the authors of their own misfortune because 
by their method of raising money, as by their methods of expendi- 
ture, they are continually raising prices against themselves.’ 
The rise in prices was largely due to the Government’s extravagant 
spending; moreover, ‘the fact that, instead of paying for all 
these commodities and services out of taxation, they paid for 
them very largely out of borrowed money, is another reason for 
the rise of prices’. Last year only 26 per cent. of the total 
expenditure was obtained from revenue, and the Budget for the 
current year proposed to raise 28 per cent., which was likely to 
' prove an over-estimate; taking war expenditure alone the pro- 
portion hitherto raised out of taxation was only about 19 per cent. 
Mr. Jones thought it unfair to our soldiers that those who were 
left behind should carry so small a burden, especially as so many 
soldiers were earning less than they did before enlistment, while 
those who stayed behind had increased their earnings. The 
returned soldier (if he survived) would come back ‘to take up 
his extra burden of taxation and pay the increased income of the 


1 The size of the War Debts to America is largely due to the inflated prices in gold 
dollars of the food and munitions which were lent. 
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man who stayed at home’. Moreover, owing to inflation, the 
pound would scarcely buy ten shillings worth of commodities, 
and if the value of the sovereign should be restored after peace 
we should be paying back more than we received; hence the 
country ought to pay ‘ out of taxation now as much as it possibly 
can’. The Income Tax was yielding too little because of its 
complications and injustices, therefore the Government ought to 
set up the promised Committee on the Tax at once. As a referee 
under the Excess Profits Duty Mr. Jones had been ‘ immensely 
struck by the infinite variety, complexity, and ubiquity of British 
trade’. This trade has to be carried on in rivalry with traders 
from other countries, who ‘ are not burdened with the same great 
mass of taxation’. Several succeeding speakers now argued that 
the existing taxation would not cover expenditure after the War. 
In that case increased taxation would be needed just when people 
would expect some remission of taxes. The demand for an 
immediate reform of the Income Tax was supported by Mr. R. D. 
Holt, who expected that the existing rate would have to be raised, 
_ and agreed with others in thinking the Chancellor’s estimate of 
post-war Income Tax too sanguine: ‘A very large part of the 
income which people have been enjoying during the last two years 
has been due to the expenditure of borrowed money, and it is 
quite clear that we are not going on borrowing at the rate of £1,000 
or £2,000 millions for all eternity : directly that stops the income 
of the community must be diminished.’ 

Mr. Holt thought that a new proposal (Clause 19) relating to 
the business of shipping was a breach of faith; shipowners had 
only agreed * to build certain ships at the enhanced prices on the 
express assurance that the extra cost was going to be treated as 
special depreciation’. Shipowners were now clearing out of 
business. Mr. Law had told the House that the Government had 
been requisitioning ships, Mr. Holt now explained what this 
meant: ‘The Government has gone to shipowners and said, 
‘ We are going to requisition your ships at a certain rate, you are 
now to run them in your customary business on account of the 
Government, and we are going to handle the proceeds, we are 
going to take the difference.’ I submit to the House that this 
is a proceeding which is wholly unconstitutional, it amounts to 
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taxation by decree or ukase, by a junta governing the country.’ 
This was taking away a man’s property, not because it was wanted 
for the service of the State, but in order to make profit out of it ; 
it was just like commandeering private motor-cars and using them 
as taxi-cabs. Much the same thing had, however, already been 
done in the case of wool and various foods. 

At this moment, as Mr. Snowden observed, less than one-fifth 
of the House were present; he thought that this indifference 
might be due either to fatalism, or to the absence of men who were 
too busy taking war profits. He agreed that the Chancellor’s fore- 
cast of post-war revenue was too optimistic, and he predicted that 
income-tax assessments would fall after the War; there would 
also be a decline in the yield from Customs and Excise Duties. 
He admitted that ‘the purchasing power of the working people 
is very much larger to-day than it has been in any former period ’, 
but this also would decline after the War. Post-war expenditure 
was underestimated, because we should have a national debt of 
about £6,000 millions, costing £300 millions a year. 

A useful piece of constructive criticism followed. Mr. Law 
had explained his policy as being to raise sufficient revenue during 
the War to meet the ordinary services of the country and the 
interest on the War Debt; Mr. Snowden commented: ‘I do not 
think that is sufficient, because if he continued that policy it 
means the piling up of an enormous debt, leaving the country 
with a terrible burden; it means that for two generations after 
the War the country will be very grievously burdened by having 
to meet the interest on this debt.’ By not raising sufficient sums 
by taxation during the War the Chancellor was missing oppor- 
tunities which would not recur. 

But, like other critics, Mr. Snowden disagreed with Mr. Law’s 
actual proposals for getting more revenue by raising the Enter- 
tainments Tax and the Tobacco Duties; he argued that the 
Tobacco Duty cost the consumer a great deal more than it secured 
for the revenue. He wanted ‘ conscription of wealth’, especially 
a higher rate of income tax on incomes above £1,000 a year; he 
objected to the high interest offered and paid on the War Loans— 
no doubt on the advice of bankers and issuing houses in the City. 

Mr. Bonar Law defended his Sinking Fund on the 5 per cent. 
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Loan by saying that all the City experts whom he consulted, 
though they differed on nearly every point, agreed that * we must 
put a clause as to the Sinking Fund into the prospectus, and then 
we will get the money much more easily ’. This Sinking Fund, like 
the different privileges attached to other loans, was really an 
additional incentive to purchasers ; people would argue that the 
market price could not sink so much as those of the earlier War 
Loans because the Treasury would be constantly*in the market 
buying parcels of stock. He refused to appoint an Income Tax 
Committee, because all the best men were too busy, and he did 
not want to discuss the question of double income tax at the time. 

Dealing with the proportion between loans and taxes, he agreed 
that it would be a great mistake to borrow more than it was wise 
or expedient to borrow. But he maintained his estimates of post- 
war revenue, arguing that although the inflation which comes from 
borrowing accounted for a very large part of the profits then being 
made, these would be shown in the yield of the Excess Profits 
Duty, which he excluded from his post-war estimate. He counted 
on the extra work which would be done by those who were now 
serving in the Army, and there ought to be an increased yield 
from Customs and Excise when the War restrictions were removed. 
The Treasury experts would give him a very large margin instead 
of the very small one shown in his estimate. Mr. Snowden had 
complained that we were conscribing men and not wealth; 
Mr. Law replied : ‘ I was one of those who did not wish to employ 
compulsion, as long as we could get them by a voluntary system. 
. . . It is the same here, if we can get the money we need by 
voluntary methods, by unsettling as little as possible the existing 
machinery, then I am certain you will get more of it and for 
a longer time than by any attempt at conscription.’ 

Our position, he continued, was better than that of the 
Germans, * for their national debt has grown to a figure as large 
as ours, and they have not advanced to their Allies, to the same 
extent as we have, sums which I have every reason to think will 
be paid back in our case. They have only raised altogether 
£85 millions of additional taxation, while if we include the Excess 
Profits Tax we have raised £400 millions more than before the 
War.’ Mr. Law repeated his declaration that no Government 
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would be prevented from prosecuting the War by want of money 
if the money were here and could be taken; but he was not sure 
how he would set about taking it. It was obvious, he said, that 
if you take away almost the whole of a person’s income you 
cannot expect to borrow from him. No Member thought of inter- 
jecting, ‘ It would not be necessary to borrow ! ’ 

Mr. Law admitted that if the Government took large sums 
either by Income Tax or by Excess Profits Duty, it must limit the 
amount of capital available at the end of the War, but a Chancellor 
was bound to raise the additional revenue somehow. ‘ At a time 
when such terrible sacrifices are being exacted from so many of 
our people, not merely those who are fighting, though heaven 
knows they come first, and with the privations of all kinds to 
be found throughout the country, you cannot really say that a 
man is badly off who has something more than the income he had 
before the War.’ 

Then, turning to the case of shipping, Mr. Law maintained 
that the Blue Book Rates would give a reasonable profit, and asked 
why shipowners should not be treated like railway proprietors ; 
hitherto they had been treated much better; if he allowed them 
to fall back on the Excess Profits Duty they would have 15 per 
cent. practically guaranteed. Then he quoted some figures of small 
shipping companies in which he held a few shares, saying: 
“I was a shareholder in fourteen ships: taking the average of 
those ships, all of them paying very well, the rate of dividend 
I received last year was 47 per cent. after paying the Excess 
Profits Tax. I do not say that that is typical of the whole shipping 
community.’ This statement was widely quoted. 

During these discussions comparisons with earlier wars were 
often made in order to show that the amount of revenue being 
raised by taxation was too small; Mr. Pringle contested this 
view, arguing that the country was not following the policy of the 
Napoleonic wars. Then, he said, ‘ Pitt entered upon a policy of 
strictly limited liability, and on that policy it was obviously easy 
for him to raise a large proportion of the expenditure out of 
ordinary revenue. In this war we have entered upon a policy 
of unlimited liability.’ Hence the policy of loans. Mr. Pringle 
did not think that the rise in prices was due to freights, pointing 
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out that the great rise had come since December, when the 
Government requisitioned ships for carrying food-stuffs. Mr. Law 
had said that he was basing his proposals on the views of the 
‘man in the street’, who wanted shipowners taxed because he 
had seen their accounts; but other people had not published 
accounts, e.g. the munition firms; so the man in the street knew 
nothing about them. Yet these firms had exceptional provisions 
made for them. The Trade Unions engaged in munitions sur- 
rendered all their restrictions, all their privileges in regard to 
keeping certain unskilled people out of their industry, and 
allowed women and unskilled men to come in. That was their 
side of the bargain. The other side was the limitation of profits, 
yet only £4,620,000 had come in, though Mr. Law hastened to say 
that £20 millions had been received recently. Again, said 
Mr. Pringle, if prices were raised by the high freights, the British 
farmer got a share of the enhanced prices without a single penny 
being added to his own cost of production; yet he was to get 
a guarantee for six years of minimum prices for wheat and oats.! 
Mr. Pringle regretted the Chancellor’s rosy picture of post-war 
revenue, when our soldiers would have returned to work in the 
new plants. Where, Mr. Pringle asked prophetically, are you 
going to have customers for products of all these machines and 
these workmen ? The Government was allowing munition makers 
a special rate of depreciation on their plant because it would not 
be wanted after the War ; but now the Chancellor was saying that 
this plant would be productive. 

Objection to the lowering of the Licence Duties was taken by 
Mr. C. Roberts, who argued that consumption had risen instead 
of falling, the drink bill having ‘ gone up steadily during the War 
from £161 millions to £164 millions, then to £182 millions, and 
last year to about £200 millions’. Brewery companies, too, 
according to figures which he quoted, had been increasing their 
profits. This increase, it may be mentioned, was largely due to 
the depreciation of the currency, which halved the burden of 
prior charges and so left a larger proportion of the profits for the 
ordinary shareholder. 


1 As it happened, the farmer’s guarantee was not extended for the six years, and by 
1922 agriculture was suffering from depression once more. : 
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Mr. Rowntree regretted that excess profits had not been taxed 
at the beginning of the War, and now suggested a higher income 
tax (possibly 6s. 8d. in the pound) as an alternative to ‘some 
of the taxes on food’. He contended that a man with a wife and 
three children required a wage of forty shillings for ‘a bare 
maintenance standard’, and so could not afford such taxes as the 
Sugar Duty. 

In a just and striking contrast which was widely quoted 
Mr. Godfrey Collins regretted the Chancellor’s reliance upon 
borrowed money. ‘He is placing a permanent charge for debt 
of £80 millions upon the country, and at the same time he is only 
asking it to pay a further £74 millions a year by taxation.’ 

On 2nd July Mr. Lough (a tea merchant) moved to leave out 
the extra duty on tea, reducing the tax from 1s. to 8d. a pound. 
His object was to protest against the action of the Shipping Con- 
troller in raising the freight on Indian tea from about a halfpenny 
per lb. to fourpence halfpenny, and so giving the Government 
a kind of illicit profit of fourpence per lb. The Government, he 
said, could buy tea for sevenpence in Calcutta and sell it at eight- 
pence in London, yet the minimum price had been fixed at 
Is. 4d. Mr. Bonar Law could only say that he would ‘ have to 
know in detail every operation of every department’ in order to 
answer Mr. Lough. Mr. Holt took the point as showing what 
would be expected of ministers when the Government undertook 
the management of everything. He supported Mr. Lough’s 
complaint about excessive freight charges on Indian tea, and 
added that shipowners had to hand over the extra charge to the 
Government ; this was certainly taxation without the authority 
of Parliament. Mr. McKenna came to the rescue of the Govern- 
ment, maintaining that it could lawfully make the charge by 
regulations under D.O.R.A. 

Opposition to the increase of the Entertainment Tax came 
from Mr. Hogge, Mr. Hemmerde, and Sir H. Dalziel on behalf of 
cinema and theatre proprietors ; other Members spoke on behalf 
of the theatre-going public, but Mr. Law stuck to his tax, though 
he made a few concessions. 

On the Tobacco Duty clause, Mr. Law, finding that he could 
not grant, as he wished, a special abatement to soldiers serving 

1569.57 i O 


194 THE FIFTH WAR BUDGET, 2 MAY 1917 


at home, decided that the price of the cheaper tobacco should only 
be raised by a penny, and asked the Committee to increase the 
duty by 11d. instead of 1s. 10d. 

An interesting constitutional point arose on the clause allowing 
a reduction of licence duty to publicans to compensate them for 
shortened hours of sale. When Mr. C. Roberts objected to the 
concession, Mr. Law contended that an objection to an abatement 
proposed by the Government was precisely the Same thing as 
suggesting an increase of taxation, which would be out of order. 
But the Chairman ruled otherwise, observing that the clause gave 
the Committee its first opportunity of approaching the matter, 
as the abatement was not in existence. A private Member could 
either move to reduce the abatement or to leave it out altogether. 

Mr. Roberts thereupon argued, quite soundly, that the Licence 
Duties ‘ are not taxes on output but taxes on profit: they are 
taxes on the monopoly of the trade’, and he maintained that 
the trade’s profits had not been reduced although their out- 
put was smaller. He quoted the Economist to prove that the 
profits of brewery companies had increased steadily during the 
War. Mr. Baldwin replied that the reduction of the permitted 
barrelage to ten millions was more serious than the restriction of 
hours. On the Excess Profits Duty clause Mr. Sherwell expressed 
a fear that 80 per cent. would play havoc with many businesses 
after the War by depriving them of necessary capital reserves. 
Major Hamilton and Mr. Houston wanted farmers to pay E.P.D. ; 
the case was quoted of a farmer owning 2,200 acres and selling 
potatoes who ‘ has this year made an excess profit over last year of 
£10,000’. Mr. Dennis agreed with Mr. Sherwell and suggested 
that the extra 20 per cent. should be treated as a loan. Mr. Law 
admitted that heavy taxation must have a serious after-war 
effect, but, he said, our credit was so good ‘ because in one way 
or another we have been able to raise such a large amount of 
money to meet our expenditure out of revenue’. Really the 
choice was between E.P.D. and a higher income tax. Mr. Law 
gave weight to the opinions of the Labour Party: ‘I thought 
that at a time when so many people were suffering privations of 
all kinds no man could consider himself ill-used who was enjoying 
a larger income now than he had before the War,’ 
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The exemption of farmers from Excess Profits Duty again 
aroused criticism from business men. The Chancellor of the 
Exchequer put forward the stock plea that they could not be 
taxed because most of them did not keep accounts. This was no 
reason at all, as a Member showed by asking, ‘ Will the right 
hon. Gentleman ignore other people who do not keep books ?’ 
Mr. R. D. Holt, too, protested strongly against this argument : 
and then he added that taxation at the rate of 17s. in the pound 
was producing ‘ the most appalling waste’, and begged the House 
to consider * whether the true remedy is not to bring the War to 
a close’. This thought had occurred to many people, but, 
strange to say, very few had had the courage to express it in 
public. It was considered bad form to talk sense, and it was 
dangerous to write it. 

A sharp discussion arose on the clause which limited the set-off 
for new losses against old profits in Excess Profits Duty in what 
the clause called ‘the business of shipping’. Mr. Holt argued 
that these four words could only mean ‘ the business of an export- 
ing merchant’, and Mr. Leif Jones proposed to insert instead the 
words, * carrying by sea for hire, cargo, or passengers’. Of course 
the Government meant to tax shipowners, not merchants, and the 
Chairman ruled that the question was: ‘ Was the Committee 
under any misapprehension when it passed the resolution ?’ 
He ruled not, because the people aimed at were shipowners. But 
again Mr. Holt pointed out that shipowners carried on all sorts of 
other businesses: ‘There is marine insurance, there is acting 
as a shipbroker, money-lending, general merchant’s business, 
co-operative societies, ship-chandlery and soap manufacture. 
Further, big businesses like Lever Bros. owned ships and ran them 
in competition with ordinary shipowners, as did railway com- 
panies; why should they escape?’ Mr. Law said that the question 
should be left to the Commissioners to decide. 

The Chancellor moved a new sub-section to meet specially 
hard cases of loss, and then the whole clause, as amended, came 
before the Committee. Thereupon Mr. L. Scott maintained that 
it was wrong to take from shipowners, and from shipowners 
alone, a benefit given to all persons liable to Excess Profits Duty ; 
he argued that it was only proposed because the press had been 
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talking of shipowners’ profits and of their effect on food prices. 
In fact shipping freights did not account for more than three 
farthings in the price of a quartern loaf, for a halfpenny in the 
price of a pound of sugar, and one penny in the price 
of a pound of meat. Besides, the Chancellor had promised 
substantial allowances to the shipowners’ deputation in 1916, 
if they would build new ships to replace those sunk. A new point 
was raised by Mr. Houston, who declared that freights did not 
advance in the early days of the War ‘ until the Government 
embarked upon the Dardanelles Expedition and other side-shows, 
such as Mesopotamia and Salonika’. British ships were getting 
8s. a quarter for wheat from America, but neutrals were charging 
from 42s. 6d. to 45s.; the Government was paying British 
owners 6s. per ton per month and from 30s. to 55s. to neutrals. 
France, Italy, and Germany were helping their shipowners, and 
Japan was taking away our Far Eastern trade. Mr. Law repeated 
his argument that shipowners had an exceptionally high pre-war 
standard (15 per cent.); also he could have treated them more 
hardly, without touching any pledges, by requisitioning their ships 
and fixing freights ; still he agreed with Mr. Houston that ‘ there 
has been a great exaggeration as to the effect of freights on prices ’. 
He then gave, in a different form, the figures of his own experi- 
ence as a shipowner: ‘I invested in fifteen different shipping 
companies ... the sum of £8,110; for the year 1915 I received 
£3,624, and for the year 1916 I received £3,847.’ 

Mr. McKenna admitted and restated his two pledges, but 
then proceeded to argue that, as they were adopted by Parliament 
and embodied in an Act, the House was ‘absolutely free to 
consider the Act of 1915 and to vary it, quite regardless of any 
Ministerial pledges’. A minister was bound by a pledge, but 
Parliament could not be so bound. Still he believed that Parlia- 
ment would do well to honour this pledge ; further, the new plan 
would encourage a shipowner to lay up his ships because he could 
not run them at a profit and could not average out his loss. 

Two days later (5th July), on a new clause giving relief from 
Income Tax to men in the services and to certain men in the 
mercantile marine, Mr. Peto wanted to apply the special rate of 
Income Tax to all war pensions; but Mr. Baldwin explained that 
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Income Tax had been taken into consideration in fixing the scale 
of pension. 

Aiter another fruitless discussion of the double Income Tax 
grievance, the specially hard case of young rubber companies 
under Excess Profits Duty was put forward by Mr. Acland, who 
moved a new clause empowering the Board of Referees to fix the 
percentage standard according to ‘some factor other than the 
capital’. Rubber planting was a comparatively new industry, 
so that most companies had no pre-war profits and were assessed 
by a percentage on their capital. General Philipps argued that 
the 10 per cent. allowed by the referees was not enough, because 
people had to wait six or seven years for their first dividend and 
would not have invested if they had not expected more than 
10 per cent. Mr. Law had much sympathy with the claim, 
admitting that the plantation industries suffered under ‘an 
essential inequality’, but other industries suffered in the same 
way if to a less degree. He argued that the War had actually kept 
up the price of rubber because in previous years the price had 
fallen steadily as the acreage in bearing increased. 

A new clause was moved by Sir F. Banbury in order to repeal 
the Land Value Taxes of Mr. Lloyd George’s 1909 Budget (though 
not the Mineral Rights Duty) on the ground that the receipts did 
not justify the large sums spent on valuation. Between 1910 and 
1917 valuation cost £3,704,000, while the receipts were only 
£831,000, though a million or more might be allowed for a closer 
collection of death duties, &c. Mr. Baldwin deprecated the 
introduction of this very controversial subject, which was breaking 
the Party Truce, so Sir F. Banbury agreed not to divide the House. 

Another new clause was moved by Mr. W. Thorne in order to 
raise the limit of total exemption from income tax to £150 a year. 
He argued that it was impossible for a wage-earner with a family 
to live on less than £3 a week, but he did not explain that the 
allowances freed such a man from income tax. Mr. Thorne and 
Mr. J. H. Thomas argued that the lowered exemption limit taxed 
wage-earners on their overtime earnings. In reply Mr. Bonar Law 
pointed out that in 1914 the allowance for each child was raised 
from £10 to £25, so that a man with two children had to earn 
more than £170 a year before he became liable to income tax. 
The clause was rejected on a division by 92 votes to 47. 
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On 16th July, in order to carry out the Chancellor’s promise, 
a new clause, designed for the benefit of rubber companies, was 
passed which allowed the referees under E.P.D. to reopen a case. 

A reasonable-looking clause proposed by Sir J. Harmood- 
Banner would have prevented businesses being taxed under 
E.P.D. on the rising prices of their stocks. The White Paper 
allowed a certain amount for perishable raw materials and semi- 
manufactured goods, but Sir 8. Roberts quoted the opinions of 
leading business men who thought the White Paper basis quite 
inadequate. As Sir G. Toulmin said, ‘ firms did not object to the 
80 per cent., but to the method of valuation, which taxed them 
on their stocks not on their profits ’. 

After listening to a number of arguments Mr. Baldwin said he 
believed that the protests were really due to the 80 per cent. rate, 
as the same point might have been raised two years earlier; he 
could not give way, being advised that it meant the loss of £100 
millions, but he was willing to give a post-war allowance for 
losses, if the manufacturers would take a liability for post-war 
profits in return. Mr. J. H. Thomas insisted that the bargain 
with Labour precluded further concessions to employers, and after 
further discussion Mr. Law offered to put two years instead of 
one year in the White Paper, whereupon the amendment was 
withdrawn. 

Another proposal to reduce taxation was Mr. Glyn-Jones’s 
clause to repeal the table-water duties of the 1916 Budget on the 
ground that they had halved the trade by doubling the price and 
had diverted consumption to untaxed beverages; some firms 
had to give up business because their output had been so much 
reduced. Mr. Dennis put the special grievance of the makers of 
a cheap beverage called herb ginger-beer, which was sold at 
1s. per gallon jar, but paid the same 4d. tax as bottled ginger-beer 
sold at 6s. a gallon. Mr. Bonar Law thought it was difficult to 
make any further concession, but promised to look into the matter. 

After some sharp criticism by Mr. Lough of the Sugar Com- 
mission’s control of sugar, Mr. Hemmerde made a successful 
attack on the Entertainments Duty, Mr. Law agreeing to drop 
the second part of the clause, which taxed free tickets. Then 
(16th July) the Finance Bill was reported. Next day (17th July) 
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after a short and unimportant discussion the Bill was read a 
third time. 


On this Budget as on its predecessor the most pungent criticism 
was passed by the Economist, which wrote on 5th May : 


‘In accordance with the dilatory slackness with which our finance has 
been handled throughout the war, the Budget was brought in a month 
late in a year in which our daily expenditure is estimated at over £6} 
millions a day, and called upon the nation for an increase in taxation of £26 
millions, not enough to pay our bill for 5 days. Not a great performance, 
but perhaps it is all that can be expected when we have a Chancellor of 
the Exchequer so busy leading the House and understudying the Prime 
Minister, that he has no energy left for his real work, and a Financial 
Secretary who is not even a member of Parliament... . But the Budget is 
a retrograde step in our war financial policy, which has never come near 
to doing justice to the financial strength of the country or its willingness 
to make sacrifices for the cause of liberty and justice. . . . It was a great 
chance missed. 

‘The elasticity of our revenue and the confidence with which the 
country faces the enormous expenditure that it has to meet only show 
how much more soundly our rulers might have financed the war, and how 
much less weight of after-war taxation need have been thrown upon 
industry during the difficult time of reconstruction, if a higher standard 
of war taxation had been set up. To deal fully with the omissions in the 
Budget would tax our space too fully. There is no attempt to modify the 
inequalities of the Income Tax . . . Postal charges are left unchanged . . . 
An increase in the dog tax was announced subsequently, but many of these 
licence duties might well have been screwed up, costing no more to collect 
and bringing in a little revenue and helping to check extravagance. 
Nothing has been done to widen the scope of the Excess Profits Tax. The 
Chancellor’s explanation of this omission with regard to farmers may be 
adequate ; but it is highly inequitable that lawyers should escape. But 
the great broad blot on the Budget is its miserably small addition to 
taxation. Extravagance and inflation are the two evils from which our 
economic health now suffers, and will suffer more acutely when peace 
comes, and our gold standard is no longer protected by German sub- 
marines.’ 

On the whole economists will now agree that these observa- 
tions were not too severe. But the Coalition Government of 
Mr. Lloyd George never shone in finance, owing perhaps partly 
to the circumstances under which it arose, partly to lack of 
financial ability, and partly to the discordant elements out of 
which it was constituted. 


CHAPTER VII 
THE SIXTH WAR BUDGET, 1918 


Brrore Mr. Bonar Law was ready with his second Budget an 
alarming change had come over the military situation in the 
West. The American Army was becoming formidable, and the 
German General Staff decided that a last great effort must be 
made to break through on the Western Front. On 3rd March 1918 
the Central Powers had dictated the Treaty of Brest-Litovsk to 
the Soviet Government, and were thus free to transfer large 
masses of troops from the Russian Front to the West, where our 
own forces, attenuated by the campaigns in the East, had recently 
taken over a considerable section of the line from the French. 
Less than three weeks later the Germans in overwhelming force 
launched their long expected attack under cover of a thick mist 
at the weak point, and drove back the 4th and 5th Armies. For 
a time it looked as if they would smash their way through to 
Amiens and cut off the French from the British armies. By 
29th March the Germans reported the capture of 70,000 men and 
1,100 guns; to all appearance a heavy defeat, which might end 
in disaster, had befallen British arms. 

Another furious attack was launched at the British line between 
Ypres and La Bassée in the hope of driving our forces back on the 
Channel ports. This advance continued until 13th April, when 
Sir Douglas Haig issued his famous ‘ backs to the wall’ order, 
which created such consternation in England as had not been 
felt since the retreat from Mons. By that time the worst days 
were over. But the Germans were still advancing, though much 
more slowly, against ever-increasing resistance. In this dire 
suspense and anxiety, with the possibility of a huge disaster before 
their eyes, the British public and Parliament were ready to endorse 
almost any measure. Unity of Command, so long talked of, was 
introduced by the appointment of General Foch on 14th April 
as Generalissimo of the Allied Forces. 

The House met on 9th April, and next day Mr. Lloyd George 
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introduced a new Man Power Bill raising the military age to 50, 
er in special cases, such as doctors, to 55. Even in the Civil 
Service Mr. Lloyd George proposed that no fit man below the age 
of 25 should be retained; ‘we comb out beyond that. That is 
what is called the clean cut’. To appease British opinion com- 
pulsory service was extended to Ireland, but with the promise 
of simultaneous Home Rule. The Man Power Bill was carried 
in spite of some Liberal, Labour, and Nationalist opposition ; 
but the attempt to apply conscription to Ireland was a futile 
blunder which only intensified the process (beginning with the 
suspension of the Home Rule Act) which had discredited the 
constitutional Home Rulers and was converting Southern Ireland ~ 
into hostile territory. Mr. Lloyd George’s war policy has been 
severely criticized ; an attempt was made at the time to arraign 
him for the weakness of the Western Front, and many even at 
the time disputed the wisdom of these panicky proposals for 
extending conscription. But there could be no doubt that another 
financial effort was needed. 

In setting forth Mr. Bonar Law’s financial proposals we have 
followed our practice of quoting so far as possible the actual 
words of the Chancellor of the Exchequer. Mr. Law was a fluent 
speaker ; but he suffers in reporting; for in his case the written 
sentences are slipshod and lacking in precision. But it seems 
better even so to use his own words, as far as possible, rather than 
run the risk of altering the sense while improving the construction. 

On 22nd April the Chancellor of the Exchequer submitted to 
the House of Commons ‘a financial statement on a scale far 
exceeding any that had ever been known at any time or in any 
country’. He began with a review of the preceding year. 
Expenditure had exceeded the estimate by £400 millions. 
Advances to Allies and Dominions required £505 millions, although 
the United States had advanced a further £450 millions in addition 
to £500 millions lent to us. Though loans to Russia had come to 
an end, our remaining Allies were borrowing more than ever. 
Mr. Bonar Law pointed out that our advances to the Allies were 
about the same as those made to us by the American Govern- 
ment. ‘Therefore, he said, ‘after nearly four years of the 
War we are self-supporting.’ Further, * in spite of these advances, 
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the net amount of net indebtedness outside these islands has 
practically not increased’. But, as it seemed absurd that we 
should be borrowing with one hand when we were lending with 
the other, Mr. Law was making suggestions to the American 
Government, apparently with the idea of getting the advances 
made direct to the Allies. 

Turning to the revenue of 1917-18, Mr. Law pointed to an 
excess under every head of taxation—Excess Profits Duty £20 
millions (£30 millions coming from the controlled firms) and 
Income Tax £154 millions. An excess in miscellaneous receipts 
of £25 millions was explained by the Indian Government’s promise 
to make a War contribution of £100 millions. It had been 
estimated that only about ten millions could be raised in India 
by loan, ‘ whereas, in fact, the large sum of £35 millions was 
raised’. While it was gratifying to find this excess in revenue 
Mr. Law did not attach much importance to it, because ‘ so long 
as money is being raised by borrowing, there must be at least 
apparent prosperity ’. 

Hitherto when our Government made purchases in Canada it 
obtained credit in dollars from the Dominion Government; on 
the other hand we supplied the Dominion with sterling credit for 
its purchases in Europe. So far these items had been treated 
separately, i. e. they had both appeared in our accounts ; Mr. Law 
now proposed to bring only the difference between the two sums 
into our accounts. Up to that time the total amount treated 
by this double entry was at least £80 millions ; in the early stages 
of the War our loans to the Dominions exceeded their loans to 
us; but now the balance was the other way. 

Mr. Law then described the financial rule which he had adopted 
from his predecessor ; the rule was, in presenting every Budget the 
Chancellor of the Exchequer should aim to produce such a result 
that, on the assumption that the War came to an end at the close 
of the year for which the financial statement was made, there 
would be a sufficient revenue without new borrowing or new 
taxation to make sure that not only the expenditure left after 
the War, but the debt charge could be met. 


' He must have meant that the external borrowings from the U.S.A. were balanced 
by the external lendings to France, Italy, &c. 
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Owing to the increased expenditure the debt charge had in- 
creased by £13} millions; on the other hand, permanent revenue 
exceeded the estimate by £20} millions. Mr. Law had presented 
the balance sheet for 1917-18 in’a Blue Paper, the totals being, 
issues £2,696 millions, revenue £707 millions, leaving a balance 
to be borrowed of £1,989 millions, above three times our whole 
pre-war national debt ! 

In the new financial year, which would end on 31st March 
1919, he estimated that the expenditure would amount to £2,550 
millions as compared with an actual expenditure in 1917-18 of 
£2,403 millions. This was at the rate of only £14,000 less than 
seven millions a day. Again the details were given in a special 
paper; but Mr. Law estimated the expenditure for the Army, 
Navy, Munitions, and Air Services at £1,861 millions against an 
expenditure in the past year of £1,560 millions. 

For the advances to the Allies he could only give the rough 
guess of £300 millions, with £50 millions for the Dominions ; the 
latter figure Mr. Law thought very small and a proof of the 
Dominion’s wish ‘to meet their own War expenditure out of 
their own resources’. The Debt Charge was reckoned at £315 
millions, of which £53 millions would be required to meet obliga- 
tions to be incurred during the coming year. 

Mr. Law estimated the total expenditure at £2,972 millions, 
with a revenue on the existing basis of taxation of £774 millions, 
to which the E.P.D. was expected to contribute £300 millions. 
New taxation would probably bring in £68 millions, making 
a total revenue of £842 millions and leaving £2,130 millions to 
be borrowed. Once more Mr. Law made his calculations to show 
how we should stand if peace came at the end of the year. He 
reckoned that our pre-war expenditure, with the additions for 
education, for the normal growth in other expenses, and for 
War pensions (£50 millions), would require £270 millions a year 
apart from the debt charge. What about the debt? By 3lst 
March 1919, the National Debt would amount to £7,980 millions. 
In earlier calculations Mr. Law had reckoned all the advances 
to Allies and Dominions as good debts; in view of the Russian 
revolution and the Treaty of Brest Litovsk he could do this no 
longer ; but still he would not admit, or believe, ‘ that we should 


204 THE SIXTH WAR BUDGET, 1918 


regard the debt of Russia as a bad debt’, because some day there 
would be an ordered government in that country, which would 
not be able to obtain new capital unless it paid its old debts. 
However, it was obvious that’ we could not rely on receiving 
immediately after the War the interest due to us by all our 
Allies ; so he proposed to write off half the advances to the Allies, 
i.e. £816 millions. He regarded the £244 millions due by the 
Dominions and India’s obligation of £54 millions as entirely good : 
consequently he would deduct £1,124 millions from the gross 
debt, leaving a total of £6,856 millions. 

Interest and sinking fund on this amount at 5} per cent. would 
require £380 millions, thus making a total to be paid out of 
revenue of £650 millions. Taking the existing taxation alone his 
advisers had given him an estimate of £540 millions. * They have 
made that estimate carefully; but, of course, it does include 
a recovery from the absence of War conditions; it includes 
recovery of Customs and Excise and some increase in Inland 
Revenue. On this estimate there was a deficiency to be met 
by new taxation on a full year of £110 millions. To meet this 
deficit, Mr. Law said, ‘I shall propose new taxation which in 
a full year will bring in £114 millions without taking into account 
another tax for which I have made no estimate. Mr. Law went 
on to say that the position was really better than these figures 
showed because the Inland Revenue took no account of the 
K.P.D., which was expected to yield £300 millions during the year. 
Assuming that the Income 'Tax remained at 5s. Mr. Law reckoned 
on £75 millions on the amount now charged to E.P.D.; but of 
course, as he admitted, ‘ that must be problematical ’. 

Then he made a calculation of ‘ undoubted assets’ according 
to his advisers’ estimates, which were divided into three classes. 
The first category consisted of balances with our financial agents, 
debts due by our Allies and Dominions—‘ not loans, but in respect 
of goods or services which we have supplied to them’, and com- 
modities, ‘including food stuffs and things of that kind which 
are bought to be resold’. The total under this head was £35 
millions, not taken at cost, but ‘ after careful calculation as to 
what could be reasonably expected’. The second category 
consisted of ‘land securities, buildings, and ships’ to a value of 
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£97 millions ; and again the calculation was not at cost but was 
a conservative estimate of what might be expected to be realized 
on sale. Thirdly there were stores of all kinds, chiefly held by 
the Munitions Department, but including war materials of which 
the selling value was doubtful. This item was taken at cost— 
£325 millions—and Mr. Law reckoned the selling value as at 
least £100 millions, which brought the total amount of assets 
to £572 millions. But this calculation was made at the end of 
the last financial year, and as these assets would be piled up 
during the coming year he calculated that there would be at least 
an additional hundred millions at the end of March 1919. There 
was also, he said, another and bigger item; when the E.P.D. 
came to an end some time after the declaration of peace, ‘ the 
total amount of income due from E.P.D., if the War ends at the 
end of the current year, would be in the following and subsequent 
years no less than £560 millions’. As this tax had always been 
treated as one to be adjusted over the whole period, there might be 
deductions, but Mr. Law thought himself safe in assuming that 
he could count on £500 millions. Thus he made the total assets 
£1,172 millions. 

What was the proportion of expenditure paid out of revenue ? 
Up to the end of 1917-18 the proportion of total expenditure paid 
out of revenue was reckoned by Mr. Law at 26-3 per cent., and 
this was practically the figure for the year just ended. For the 
current year, on the estimates now submitted, the proportion 
would be 28-3 per cent. If the calculation was made on a different 
basis by deducting £200 millions on each side as representing 
normal expenditure and revenue, and also leaving out of account 
the advances to Allies and Dominions, the proportion of war 
expenditure met out of war revenue up to 31st March 1918 was 
21-7 per cent. For the year 1917-18 alone it was 25-3 per cent., 
and for the current year it would be 26-5 per cent. Up to the end 
of 1917-18 the total war revenue was £1,044 millions. Mr. Law 
thought that these results were ‘an amazing testimony to the 
financial stability of this country ’. 

Further to reassure the House the Chancellor contrasted our 
financial position with that of Germany. Up to June 1916 the 
German Finance Minister reckoned his monthly expenditure at 
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£100 millions, and it had since risen to £187 millions, which brought 
it near our own, though the German figures did not include such 
items as separation allowance, which were borne by the states 
or municipalities in Germany. As for the German War Debt, 
‘ their last Vote of Credit, which was estimated to carry them on 
to June or July, brings up the total voted to £6,200 millions ’, and 
‘it is at least certain that that amount has been added to their 
war debt, because their taxation has not covered peace expendi- 
ture and, in addition, their debt charge’. Up to 1916 the German 
Government imposed no new taxation ; in that year they imposed 
a War Increment Tax or Capital Levy, which was stated to have 
brought in £275 millions. They also added £25 millions nominally 
to their permanent revenue with a further £40 millions in 1917. 
Thus, assuming their estimates to be realized, their total new 
taxation since the beginning of the War came to £365 millions, 
as against our £1,044 millions, which was not enough to pay the 
interest on their war debt. 

A year hence the German War Debt would not be less than 
£8,000 millions, on which interest and sinking fund would require 
£440 millions a year. Then their pension engagements, Mr. Law 
reckoned, must be far higher than ours, and could not be less by 
the end of the year than £150 millions. As their pre-war expendi- 
ture was £130 millions this made a total expenditure of £720 
millions. On the other side the German Imperial Government 
started with a pre-war revenue of £150 millions ; it had announced 
its intention of adding permanent revenue to the amount of £120 
millions during the current year, and thus, assuming the amount 
to be realized, made a total additional revenue of £185 millions. 
Thus the total revenue at the end of the year could not be more 
then £335 millions, showing a deficit of at least £385 millions 
a year. Mr. Law commented on the fact that with the exception 
of the War Increment Tax scarcely any of the additional revenue 
had been obtained from the wealthier classes in Germany; in 
fact, ‘ taxation has been indirect and on commodities which are 
paid for by the masses of the people ’. 

The reason for this failure to finance the War was due, Mr. Law 
thought, to the fact that the German Government did not dare 
to add to the discontent by increased taxation all over the country, 
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and still more to its fear of mulcting the wealthier classes. 
Mr. Bonar Law’s contrast between the financial position of 
Germany and of Great Britain was poor comfort for those who 
hoped that Germany, if defeated, would pay the cost of the War 
in a huge indemnity. But we must remember that it was adminis- 
tered at a time when our armies were hard pressed. 


New Tazxation 


Coming now to the most interesting part of his Budget, new 
taxation, Mr. Bonar Law laid down the principle that ‘ it is our 
duty to levy as much taxation now, to make us bear as much of 
the current expenditure of the War as can be borne by the 
nation without weakening us in the conduct of it’. He said, 
however, that we ‘ should not levy taxation on such a scale as 
to cripple every industry and every financial institution’, for 
then it would be impossible to borrow. Hitherto he had been 
struck by the readiness with which all classes had been prepared 
to pay. Many people had urged the Chancellor to increase the 
amount of the E.P.D. ; but the Treasury advised that a higher rate 
than 80 per cent. could not yield more and might yield less revenue. 
However, there was a leak to be stopped; ‘in some cases goods 
which, if soldin the ordinary course, would havebeenliabletoE.P.D., 
have been sold either by selling the whole business or in winding it 
up, and have so escaped.’ A resolution would be proposed to stop 
this leak, but its action would not be made retrospective. 

The first item of new revenue was not exactly taxation, 
being an increase in the Post Office rates, which had been recom- 
mended by a committee in 1915 but had not been adopted. 
Mr. Law proposed that the letter rate should be raised from 1d. 
to 14d. and the postcard rate from a halfpenny to one penny ; from 
this source he expected to derive £3,400,000 in the current year 
and in a full year four millions. The next change was undoubtedly 
taxation, being a doubling of the penny stamp on cheques, which 
had been proposed by Sir M. Hicks-Beach during the Boer War 
but rejected by the House of Commons. Mr. Law thought the 
_ change could now be made without any serious inconvenience ; 
and if it diminished the number of cheques this would be an 
advantage to the banks with their reduced staffs. It was 
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estimated to yield £750,000 during the current year and one 
million in a full year. 

By far the most important change in the Budget was an 
increase in the Income Tax, the standard rate being raised from 
5s. to 6s. in the pound, with an addition to the Super Tax as well. 
Mr. Law recognized the danger here, because ‘ every Chancellor 
of the Exchequer, and I think almost every one, is inclined to be 
tempted by the facility with which revenue can be raised by this 
tax’. In this case, however, the increases would only affect 
a small number of tax-payers ; for no change was proposed in the 
existing rates on incomes up to £500, on the ground that this 
class would have to pay additional indirect taxation. But 
inasmuch as for the first time the Chancellor was proposing an 
allowance to married men, with a further allowance ‘to real 
dependants who are incapacitated’, he was in fact reducing the 
rate of income tax on incomes below £500; moreover, all these 
new allowances were now to apply in the cases of incomes up to 
£800 instead of £700; because ‘ without this alteration the 
sharpness of the graduation at this point would have been so 
marked as to act almost unfairly’. In answer to a question about 
raising the lower limit from the £130 point, Mr. Law replied : 
‘No, that remains as before. Indeed, that would be the last 
thing we should be inclined to consider when we are raising 
money, and our need is greater than it has ever been before.’ 

But, as has just been pointed out, the limit of total exemption 
for married men was being raised from £130 to £155, with a further 
exemption for men with incapacitated dependants. It would 
have been a simple matter to balance the loss of revenue from 
these new allowances by lowering the point of total exemption ; 
in fact it would have been better for the wage-earning classes to 
pay their share of the War costs in this way by deduction of 
Income Tax from wages exceeding £2 per week than by additions 
to indirect taxation, which are apt to take far more from the 
consumer than they bring into the Exchequer. 

No change was proposed in the Income-Tax rate on the service 
pay of sailors and soldiers. In the case of double Income Tax 
within the Empire the tax would remain at 3s. 6d.; for Mr. Law 
followed Mr. McKenna’s principle by providing that the extra 
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shilling should ‘ not be paid where the combined tax in the other 
parts of the Empire and here amounts to as much as six shillings’. 
Turning to Super Tax, Mr. Law proposed to make the maximum 
rate 4s. 6d. instead of 3s. 6d., and to begin at incomes of £2,500 
instead of £3,000. From the increased Income and Super Taxes 
Mr. Law expected a revenue of £11: millions and £9-2 millions 
respectively in the current year, and in a full year £41-4 millions 
and £14,150,000 respectively. We may set out in a tabular form 
Mr. Law’s illustration of the effect of these two taxes : 


Income Tax 


Farmers had been doing very well during the War, and there 
was a general feeling that they were not bearing their share of 
war taxation, since they only paid Income Tax on the amount of 
their rent without regard to their real profits, and were exempt 
from E.P.D. Mr. Law observed that ‘ obviously the change 
which one would like to make, and it would be fair in every sense 
of the word, would be to put them like other people under 
Schedule ““D’’ and make them pay on profits’. The time was 
a suitable one for making the change because they could 
undoubtedly afford it ; besides it would be an advantage to them, 
since it would make them keep accounts, ‘and the keeping of 
accurate accounts is the beginning of all sound business under- 
takings’. Nevertheless Mr. Law’s advisers had told him that it 
could not be done, because more than 90 per cent. of the farmers 
kept no accounts ; this alone was not a reason for excluding them 
from the tax; ‘ that is not what makes it impossible; it is the 
difficulty of having the accounts checked by the tax-surveying 
staff.’ Mr. Law asked the House of Commons to realize the 
immense effect which the withdrawal into the army of so many 
of the men engaged in tax collecting had upon the collection of 
taxes. With the great increase in the amount to be collected and 
with the new taxes, especially the E.P.D., ‘ the additional burden 


1569,57 P 


210 THE SIXTH WAR BUDGET, 1918 


thrown upon what is left of the staff has become almost intoler- 
able’, consequently it was desirable that the work of the staff 
should be concentrated on the sources from which large revenue 
was derived. Mr. Law therefore rejected the idea of direct assess- 
ments on profits, and proposed to assess farmers on double their 
rents; he agreed that this arrangement meant some unfairness 
as between one farmer and another, but he was continuing the 
special privilege by which a farmer could render accounts and 
claim to be assessed under Schedule ‘D’. One reason for the 
privileged position given to farmers was that ‘food production 
is much more important to the nation than any additional 
revenue we may get’; still Mr. Law expected to get two and 
a half millions in the current year and £5-3 millions in a full year 
from this change. 

An increase in the Liquor Duties was expected, and Mr. Law 
took full advantage of the revenue possibilities offered by spirits 
and beer. He proposed to raise the Spirit Duty from 14s. 9d. 
to 30s. per proof gallon, thereby obtaining £103 millions in the 
current year and in a full year £11,150,000. The same treatment 
was applied to beer, the duty per standard barrel being raised 
from 25s. to 50s., an addition which was expected to bring in 
£9-7 millions in the current year and £15-7 millions in a full year. 
Both spirit and beer prices were fixed by the Food Controller, 
and Mr. Law said that in each of these cases ‘the duty can 
be paid while still leaving fair profits for those engaged in the 
trade’. What was meant is not clear. Presumably the Food 
Controller would fix new prices after taking the duty into considera- 
tion, though Mr. Law’s words might mean that the duty was to 
come out of the distillers’ and brewers’ profits. Indeed, he referred 
to the big profits made during the past year, and added: ‘ If I had 
foreseen what has happened there would have been a change in 
the duties a year ago.’ Taxation of the trade had been made 
easier by the E.P.D. because ‘ if in a particular year a firm which 
has paid the duty does not make the pre-war standard, it is 
entitled to recover from the Treasury 80 per cent. of the defi- 
ciency’; on the other hand, the E.P.D. protected the Treasury 
if the trade did well. In the 1917 Budget Mr. Law had proposed 
an inerease in the Tobacco Duty, part of which was taken off 
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in the course of discussion. Judging from the consumption which 
was going on, the country could stand additional taxation; for 
in spite of the higher duties the amount being consumed was three 
or four million pounds more than before the War. Tobacco prices 
were fixed by the Controller, and representations had been made 
to him that, owing to the increased cost of production, it was 
necessary to raise the price of tobacco by one penny per ounce. 
Mr. Law now proposed to raise the duty from 6s. 5d. to 8s. 2d. 
a pound. He pointed out that the controlled price would now be 
raised by twopence per ounce, which meant that nearly one-third ° 
of a penny would be paid by the trade; the Control Board had 
advised the Chancellor that there would be no difficulty in getting 
the higher price if the supply could be kept up. Although it had 
become necessary to restrict imports in every direction, Mr. Law 
told his colleagues that ‘in importing tobacco we are almost 
importing money’; indeed, a ton of tobacco would pay nearly 
£1,000 in duty. This increase was expected to bring in £74 millions 
in the current year and £8 millions in a full year. 

Another common article on which the controlled price had 
become too low was the match box. Mr. Law was informed that 
a farthing must be added to the price of the usual 3d. box. But 
to make that addition without raising the duty would have given 
an extra profit to the manufacturer ; therefore he had arranged 
with the manufacturers to increase the duty by one-half and thus 
obtain £600,000 a year without any real increase in the retail 
price. 

For many years sugar had been one of the cheapest things in 
Great Britain, much cheaper than in other European countries, 
with the result that British confectionery, biscuits, and jams were 
exported all over the world. After the Brussels Convention it 
became dearer, and now (when Mr. Law was speaking) the 
average price was 53d. a pound. He proposed an additional tax 

of lls. 8d. a ewt., which would bring in £12-4 millions in the 
current year and £13-2 millions in a full year. This would raise 
the price to 7d. per pound; but Mr. Law tried to minimize the 
hardship involved by arguing that, as the sugar ration was only 
2 Ib. per week and the duty 1} per Ib., therefore the burden upon 
each consumer was only a penny farthing per fortnight. 

P2 
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In concluding his specific proposals Mr. Law asked any one 
in the House who thought any particular tax hard on some 
persons ‘to find out from what other sources revenue might be 
obtained ’. Also he begged critics of indirect taxation to remember 
that a subsidy was being paid to cheapen the loaf, adding, ‘ This 
subsidy amounts to more than the total of the additional indirect 
taxation.’ 


A Luxury Tax 


Mr. Law now came to his last proposal, which was so vague 
and tentative that he did not reckon the yield from it in his 
estimates. This was a Luxury Tax, which he had thought of 
introducing a year earlier, but had been dissuaded by his advisers 
on the ground that the difficulties were too great. Now there was 
greater need than ever of revenue ; a tax of this kind had actually 
been imposed in France, and had been in operation for three 
weeks. Mr. Law had discussed the tax with the French Finance 
Minister (M. Klotz), who explained that the Chamber sanctioned 
the tax and left the details to be arranged by a Commission. 
Mr. Law had also sent a representative to France to study on the 
spot the methods by which they proposed to collect the tax; he 
proposed to take the French course as his guiding principle. 
Their tax was composed of three varieties: (1) a tax on articles 
which were essentially luxuries, apart from price, e. g. jewellery ; 
(2) a tax on all articles which were deemed to become luxuries 
above a certain price; and (3) a tax on * luxury establishments, 
hotels, and residences’. It was no doubt a good thing to make 
it more difficult, apart from revenue, for people to spend money 
on articles of pure luxury. Again following the French plan, 
Mr. Law asked the House to set up a Select Committee to prepare 
the schedules ; he did this because of the advantage which the 
Government had already received from the Select Committee on 
Expenditure. Admitting that he was thus leaving the most 
difficult part of his Budget to be dealt with by the House of 
Commons, Mr. Law said that he did so partly because ‘ this kind 
of tax is novel and it may be found very objectionable by those 
through whom it will be collected; and I desire, if possible, 
to get the additional sanction which will be given to the proposal 
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by a Committee of the House of Commons’. The French rate 
of tax was 10 per cent., but they had also a general tax on retail 
turnover which Mr. Law did not want to imitate; so he proposed 
to take a higher rate and make it twopence in the shilling or 
one-sixth of the amount; he apologized to supporters of the 
decimal system, saying, ‘I am told that will be a much more 
workable arrangement than to take a percentage, 10 or 15 per 
cent.’ The French calculated that their Luxury Tax would 
bring in £24 millions; Mr. Law gave no estimate, but said that 
he would be disappointed ‘ if, as a result of this tax, a very con- 
siderable addition is not secured to the revenue of this country’. 

In a modest peroration the Chancellor recognized how very 
heavy a burden he was asking the country to bear ; but he begged 
the House to consider the Budget as a whole and to realize that 
he had * attempted at least to balance fairly the taxation between 
the different classes who are called upon to bear it’. He was 
certam that the country as a whole would ‘bear this heavy 
additional burden in the same spirit with which they have 
submitted to sacrifices far more heavy than anything measured 
by mere money value’. 

The Luxury Tax was soon found to be impracticable; the 
rest of the Budget went through Parliament with very little 
alteration. 

Mr. McKenna, who had been Chancellor only two years earlier, 
opened the discussion (on 22nd April); he was favourable to 
Mr. Law’s proposals as a whole, and thought that he would get 
£110 millions out of his £114 millions of new revenue with the 
greatest ease; but the two new taxes, which would produce the 
least revenue (Mr. McKenna was not referring to the Match Tax, 
which he regarded as a mere readjustment, not a new tax), 
would probably give him the greatest trouble. These were the 
Cheque Tax and the additional postal rates, which would only 
bring in together £5 millions. Mr. McKenna agreed, of course, 
that sufficient revenue must be raised to meet the whole after- 
the-war expenditure, including interest and sinking fund on the 
debt; he agreed, too, that we must ‘ go beyond this and raise 
in taxation a sufficient revenue to give us a margin for a decrease 
in taxation when peace comes’. He gave little weight to the 
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argument that taxation must not cripple industry, because im 
war, ‘ while nearly every major industry in the country is con- 
trolled, how can taxation injure industry?’ Of course taxation 
beyond a certain amount on a business prevents money being put 
to reserves and new capital being built up; with that limitation 
‘the taxation which is taken by way of Income Tax is taxation 
withdrawn from means of expenditure by the people, but is most 
helpful to the country itself by preventing wasteful expenditure ’. 
Indeed, he would have been willing to see a further addition to 
the Income Tax and the Super Tax, though not as a permanent 
measure, agreeing that ‘ when peace comes we may do far more 
harm than good by crippling the development of our industry by 
putting our Income Tax and Super Tax at too high a level’. 


The American Debt 


A point which was shown to be very important three or four 
years later was now raised by Mr. McKenna. He wanted a new 
arrangement over the advances being made to us by the United 
States, who, as he understood, ‘ now advance to us and the Allies 
the whole value of the goods which the Allies purchase in the 
United States ; and, in addition to that, the United States advance 
to us in particular all the money which is necessary in order to 
maintain the sterling exchange in America’. He suggested the 
following arrangement: ‘ That we advance to our Allies all sums 
necessary to pay for goods purchased by them in our country ; 
that the United States advance to all the Allies, including our- 
selves, all sums necessary to pay for the goods purchased by us 
and the other Allies in the United States ; but that for all other 
goods purchased, whether by us or by the other Allies, in other 
foreign countries, the United States should make the advances to 
us and the other Allies direct.’ As things were, the Washington 
Government was making advances to the same amount, because 
they not only sent their own goods on credit ‘ but they also 
advance, through Great Britain, all the money necessary to pay 
for goods purchased by the Allies other than Great Britain in 
foreign countries other than the United States’. As a result the 
money was not lent direct to the Allies; i was lent first to 
us, and then we passed it on to the Allies. This fact led 
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_ Mr. McKenna to suggest that as we had undertaken from the 
beginning the whole burden of financing the Allies, ‘ so we might 
quite reasonably ask the United States to take over that burden 
from us to-day’; Mr. Law intervened to say, ‘ My right hon. 
friend understands that that was the kind of agreement which 
we contemplated.’ Unfortunately for British taxpayers, Wash- 
ington preferred that its war loans should be backed as far as’ 
possible by British credit, and the system went on almost 
uncriticized, the British Government tamely acquiescing. 

These enormous advances to the Allies seemed to have been 
made practically without conditions; no one troubled to ask 
whether the borrower was doing his best, or indeed anything at 
all, to obtain revenue at home by increased taxation ; no provision 
was made that repayment should take account of inflated prices, 
and no kind of security was obtained or demanded. As a result 
our middle classes were now about to pay income tax at the rate 
of six shillings in the pound, while French millionaires were paying 
no income tax at all; indeed, for several years after the War 
the French Government made no attempt to balance its budget 
by means of an effective income tax. 

Mr. McKenna thought that the Luxury Tax would be very 
difficult to collect, especially if the tax was to be charged imme- 
diately upon the sale of the article over the counter by affixing 
a stamp. Having paid some attention to the French tax, he felt 
convinced that ‘if it were my duty to impose the tax and to 
collect it I should break down hopelessly’. Mr. McKenna did 
not doubt that the ‘ gigantic revenue’ of £842 millions in the 
current year, and of £900 millions in a full year, would be collected, 
but he saw reason for caution ‘in assuming that our post-war 
revenue is going to be upon anything like the scale of figures 
which we are now contemplating ’. 

On behalf of the Labour Party Mr. J. H. Thomas criticized 
the Budget for its want of boldness, observing that ‘we are 
piling up a debt of which, when the soldiers return, they will have 
to bear a very large burden’. But after saying that the proposed 
taxation was too small, he went on to condemn most of Mr. Law’s 
taxes, e.g. the higher postage rates, the increased tobacco duty 
and sugar tax, and he regretted that Mr. Law had not raised the 
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level of total exemption from Income Tax to £160 a year for — 
single persons. He also wanted an allowance for widowers. 
His only constructive suggestion was that the Chancellor might 
have increased the Death Duties. More to the point was a speech 
from Sir J. Walton, who did not think it wise to exclude loans 
to the Allies and Dominions from the dead-weight debt, ‘ because 
we have had to finance them, and we shall have to do so in the 
future’. Therefore we must reckon that at the end>of the financial 
year the total debt would reach ‘the gigantic and unheard of 
figure of £8,000 millions’. While fully agreeing with the proposed 
increase in taxation he demanded that the Treasury should resume 
its control over the spending departments, so that the taxpayers 
might get something approaching value for their money. * No 
superman in the world can efficiently supervise the expenditure 
of £2,800 millions a year, and at the same time be Leader of the 
House of Commons and a member of the War Cabinet.’ Referring 
to the Auditor-General’s report ‘in regard to the gross waste of 
money in the Ministry of Munitions ’, Sir Joseph understood that 
there was practically no Treasury supervision; he wanted to 
know ‘ who were responsible for such widespread negligence and 
almost criminal waste’. Judging by the month of March the 
excess of imports over exports, apart from Government imports, 
would be not less than £1,000 millions. Sir Joseph thought that 
the E.P.D. would soon show a falling off, since the coal, shipping, 
and some other trades would require repayments from the 
Treasury because Government interference had so largely reduced 
their profits. He supported the Luxury Tax and regretted that 
farmers were still being let off taxation on their profits, quoting 
the case of a man who admitted making £5,000 profit in 1915 
but only paid Income Tax on his £900 a year rent. 

Sir F. Banbury was prepared to support increased taxation, 
but pointed out that Income Tax and Super Tax would now in 
many cases take nearly half a man’s income. In reply to Mr. J. H. 
Thomas he contended that the working classes were in a far better 
position than before the War, and reminded Mr. Thomas of ‘ the 
enormous increases in wages’, which made the cost of living 
figures (even if accurate, which he denied) irrelevant. Sir 
Frederick supported Sir J. Walton’s demand for more super- 
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vision over the spending departments. Mr. Wilson Fox spoke to 
the same effect; as a member of the Select Committee on 
National Expenditure he had been impressed by the necessity 
for constant vigilance. 

Mr. Lough supplied an omission in the Chancellor’s speech 
by pointing out that the postal increases were less than they seemed 
because the weight of a letter was being raised from one ounce to 
four ounces. He also shattered the Chancellor’s estimate that the 
Sugar Duty would only cost the consumer 2s. 9d. a year on his 
ration of 26 lb. by pointing out that the total consumption of 
sugar in the country was 76 Ib. per head allowing for the large 
quantity of sugar used in biscuits, cake, jam, &c. With the whole 
tax of 23d. per lb. the cost would come to nearly 18s. a head. 
Mr. Lough wanted to know something about the great trading 
operations carried on by the Food Controller and others on the 
behalf of the Government, and quoted cases of tea being taken 
over from firms at 8d. or 9d. a lb. and immediately sold back to 
those firms at 1s. 4d. per lb. With such increases in price there 
ought to be huge profits. The Under-Secretary for War, when 
introducing the Army Estimates, had said that the War Office 
was the greatest trading concern in wool in the world; Mr. Lough, 
who thought that it ought to be a war machine, not a wool 
machine, also asked why the Under-Secretary had bought 
84 million pounds of tea when only 36 million pounds were 
wanted. Many business men believed that * 20 per cent. could be 
saved on national expenditure ’. 

Mr. Peto supported the Luxury Tax, observing that there was 
‘a vast amount of wholly unnecessary expenditure, not confined 
to only one class’; while among young people ‘ wages are being 
earned which were in pre-war days beyond the reach of fathers 
of families with great responsibilities, and bigger than in any other 
period of our history’. Colonel W. Thorne declared that this 
only applied to piece-workers, and that on the average wages 
were only 20s. above pre-war rates. He regretted the Chancellor’s 
refusal to raise the E.P.D. to 100 per cent., arguing that no 
employer ‘ ought to be in a position to make more profits than 
in pre-war days’. Deputations from the Miners’ Federation and 
the Parliamentary Committee of the Trades Union Congress had 
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urged the Chancellor to conscript wealth; and now with the 
new Man-Power Bill there would be a stronger demand, ‘ which 
will mean taking over the whole of the profits made by employers ’. 
One result of the higher sugar and tobacco duties would be 
‘a universal demand for higher wages ’. Colonel Thorne thought 
that there would be no difficulty about the Luxury Tax ; * as soon 
as tae Chancellor can fix up what is a luxury, then the rest is 
easy.’ He next suggested an increase of the Death Duties, or 
as an alternative 1 per cent. off all War Loans. Unlike most 
Labour Members, Colonel Thorne did not ask for any relief from 
Income Tax for the working classes. 

Mr. Dundas White put in his usual plea that landowners ought 
to pay a special war tax; he reckoned that the gross value of 
properties in the United Kingdom was about £7,000 millions. 
He thought, too, that there should be ‘some provision to tax 
some of the profits which are made by landlords who are selling 
their land under the present high prices’, arguing that the 
increased price of food and the guarantees under the Corn Produc- 
tion Bill had sent up the selling value of land. He wanted to 
save £14 millions by declining to renew the Agricultural Rates 
Act, an old grievance of the Radicals, who called it the ‘ Landlords’ 
dole ’. 

The question of double taxation was raised once more by 
Sir R. Cooper, who complained that people in this country, who 
were also carrying on business in America, might have to pay as 
much as 15s. in the pound; but for them there was no relief, 
because the concession only applied to income derived from the 
British Empire overseas. 

Mr. D. M. Mason criticized the bread subsidy, arguing that it 
was better. to increase direct taxation than to subsidize the loaf 
and increase the cost of living in other directions, e. g. by raising 
the price of sugar. He objected to the excessive proportion of 
war expenditure which was being raised by borrowing and 
inflation. He calculated that the inflation practised by all belli- 
gerents, including the United States, since 1914 amounted to 
£4,413 millions. The ratio of gold reserve to paper currency for 
all European countries was, he said, 624 per cent. at the end of 
1913 and 20} per cent. in October 1917; in England the ratio 
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had fallen from 1173 per cent. at the end of 1914 to 378 in the 
autumn of 1917. He attributed the rise in prices mainly to the 
increase of the currency, the Economist’ s index number having risen 
from 2,565 at the end of July 1914 to 5,379 at the end of March 
1918. 

With remarkable foresight Sir George Toulmin predicted that 
after the War the Excess Profits Duty would prove ‘a charge, 
and possibly a great charge, on the Exchequer’; consequently 
the Chancellor’s estimate of arrears was unduly optimistic. 
Except as a war tax the Excess Profits Duty was ‘ absolutely 
unjust ; it penalizes the successful manufacturer and the growing 
industry’; and as levied it caused ‘ exceptional hardship to 
certain firms who have been unfortunate in the standard period ’. 
After further discussion the various Excise, Customs, and Income 
Tax resolutions were adopted without further opposition. 

Each Budget seemed to provide confirmation of earlier criti- 
cisms. From the very first members had pointed out how every 
addition to the debt would involve a permanent addition to taxa- 
tion after the War, and how important therefore it was to restrict 
the deficits by economy and taxation. In the second day’s discus- 
sion (23rd April) Mr. Herbert Samuel observed. that in 1916-17 
the debt charge was £127 millions, next year it was £189 millions, 
while in 1918-19 it would be £315 millions. Roughly speaking, the 
total national expenditure had grown in eighteen months from 
£2,000 millions a year to £3,000 millions, yet “no one can say 
there has been any commensurate increase in our war efforts’. 
Indeed, Mr. Samuel argued that the defection of Russia ought to 
have been followed by ‘a very considerable alleviation of the 
financial burden upon this country,’ because we had been 
defraying to a large extent Russia’s military expenditure. Yet 
in 1917-18 ‘ our loans to our Allies showed hardly any diminu- 
tion’, though Russia had disappeared as a combatant and the 
United States were lending £500 millions. Eliminating these 
loans from both totals, Mr. Samuel found an increase of £1,150 
millions over the expenditure of 1916-17 and asked (as he well 
might) for an explanation of ‘ this really colossal increase within 
so brief a period’ ; there was, he said, ‘ an all-round deficiency of 
financial control ’. 
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As Chairman of the Committee on Expenditure Mr. Samuel 
naturally dwelt upon the value of its work and quoted a paragraph 
from its Second Report which is so relevant to the question of 
Treasury control that we may give it verbatim : 


‘It is necessary to emphasise that the effectiveness of Treasury control 
depends not only on the efficiency of officials, but on the attitude of 
Ministers. It is an error to look upon the Treasury as a body of Civil 
Servants. The First Lord having long since ceased td take part in its 
administration, the Treasury is the Chancellor of the Exchequer and his 
staff. The strength of the Department depends in turn upon the degree 
of support which he receives from the Cabinet. At bottom, the question 
is whether the Cabinet concur in the view expressed in our first Report, 
that the maintenance of the staying power of the country during a long 
war requires that considerations of cost should be put on a different plane 
from that which they have hitherto occupied, and, if they concur, whether 
they will support the Chancellor of the Exchequer in holding with a firm 
grasp the reins of financial control.’ 


At most times, and particularly in times of war, the forces 
which make for expenditure ‘ drive forward with energy’, while 
those which would check extravagance are ‘ hesitating and weak ’. 
Mr. Samuel doubted whether a small War Cabinet of six or seven 
men could carry on successfully ‘ all the functions of government, 
the management of war, the management of all the measures of 
domestic policy, and the management of finance’. This of course 
was a criticism of Mr. Lloyd George’s system of government, and 
as Mr. Herbert Samuel had lost office with Mr. Asquith a bias 
might be inferred. But in truth the ‘knock-out blow’ policy of 
Mr. Lloyd George was accompanied by an extravagance more 
profuse and reckless even than that of the preceding Administra- 
tion. Nothing could have been more likely to promote financial 
inefficiency than the device of making the Chancellor of the 
Exchequer leader of the House of Commons. 

Turning to the new taxes, Mr. Samuel thought them ‘ well 
devised to secure their purpose’, though he disliked the extra 
penny stamp on cheques and regretted the abolition of the penny 
post. As an ex-Postmaster-General, who had held the office for 
nearly five years, he had long been convinced that ‘ of all possible 
bad taxes the worst tax is a tax on communications’, and the 
extra halfpenny was undoubtedly such a tax because ‘it costs 
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the Post Office much less than one penny to carry an ordinary 
letter the average distance’. At this period the halfpenny pack- 
ages were still preserved, though the weight was reduced from 
two ounces to one ounce; Mr. Samuel said that he had once 
ordered a census which showed that circulars only amounted to 
one-seventh of the whole. In his time the halfpenny postcard 
had been quite profitable to the Post Office. As for the Luxury 
Tax, Mr. Samuel urged that the right way to limit the use of 
luxuries was to prevent their manufacture or importation, another 
being to raise the Income and Super Taxes. Mr. Samuel used 
the Chancellor’s contrast between British and German war finance 
as a tribute to our fiscal system—a Free Trade system based 
mainly on direct taxation— under which this country has been 
able not merely to survive without ruin but to develop immense 
resources of financial power ’. 

The Financial Secretary (Mr. Baldwin) began his speech in 
reply by admitting ‘an orgy of extravagance’. Indeed, it had 
been an open question for some time ‘ whether the Government 
or the extravagance would come out on top’. It began ‘ when 
the Ministry of Munitions was founded’, but was perhaps inevit- 
able, since the newspaper cry was ‘ business as usual’, and we were 
unprepared for a struggle requiring munitions in such quantities. 
We had to encourage manufacturers to lay down plants and to 
offer wages which would draw workers from other industries. 

In reply to complaints about farmers and income tax 
Mr. Baldwin pointed out that although a farmer would be 
assessed normally under Schedule ‘ B’ on double his last year’s 
rate, he might elect to be assessed under Schedule ‘D’ if he 
thought his actual profits would come to a smaller figure. Colonel 
Thorne and others wanted the Excess Profits Duty raised to 
100 per cent., and Mr. Baldwin had little difficulty in showing that 
this would be absurd. Firstly, the tax had to be paid in cash and 
‘all the profits of a business are not always available in cash’ ; 
secondly, with the higher prices and wages, the 20 per cent. which 
a business was allowed to keep hardly allowed the extra working 
capital required. Even the 80 per cent. tax led to ‘ slackness and 
carelessness of management’, and in some cases masters and men 
had put their heads together and the men had said: ‘ Why should 
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you not give me more wages, it all comes out of the Government ? ’ 
Explaining the new allowances for married men under income tax, 
Mr. Baldwin said that a married man with four children would have 
£245 exempt from tax. In conclusion he promised an abatement 
of the new spirit duty on spirits used in medicinal preparations. 

Sir S. Roberts, a member of the Select Committee on Expendi- 
ture, supported the Budget as a whole, but wanted the Treasury 
to have more of its old control over expenditure. He argued that 
comparisons with the finance of the Napoleonic wars were unfair 
because the accounts of the earlier period were made up after the 
whole revenue had been got in. Now there was a large amount 
owing to the Exchequer, which had lent immense sums to the 
Allies and Dominions ; and there were large stocks of materials. 
Allowing for these items, Sir Samuel knocked off £2,000 millions 
and thereby raised the percentage of revenue from 26-3 to 36 per 
cent. He argued also that the National Debt was not so large 
in proportion to the national income in 1918 as it had been in 
1815. Sir Samuel also took the official view that the general rise 
in prices was not due to the increase of currency through the issue 
of Treasury notes ; it was the rise in prices that had created the 
demand for the currency notes. ‘This is always said by the 
apologists of a managed currency when it depreciates. 

No speech on the 1918 Budget attracted more attention than 
Mr. S. Arnold’s, which was both a criticism of Mr. Law’s finance 
and the best exposition of the Capital Levy yet offered to Parlia- 
ment. Mr. Arnold declared that the increase of taxation fell 
short of the requirements of sound finance by £70 millions if 
Mr. Law’s own principles were accepted. On 12th December 
1917 the Chancellor had said that it would be his duty ‘ to put 
on additional taxation which will make it certain that when the 
War ends there will be no possibility of our having to put on new 
taxation to meet the peace needs ’. 

Mr. Arnold reckoned peace expenditure as follows : 


£ 
Ordinary expenses . é : - - 210,000,000 
Debt charges : : ; : . 380,000,000 
Pensions ; b X , . 2 70,000,000 
Education and other extra expenditure . 60,000,000 


720,000,000 
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As Mr, Law’s estimate of permanent revenue was only £650 
millions, Mr. Arnold’s figures seemed to show a deficiency of £70 
millions, which would, he thought, involve an addition of eighteen- 
pence in the pound to the proposed rate of six shillings. It should 
be noticed that Mr. Arnold, in reckoning £380 millions for the 
interest on a war debt of £8,000 millions at 42 per cent., failed 
to allow for the pre-war debt and the interest charged thereon, 
On the other hand, Mr. Arnold asserted that the tea and sugar 
duties were much too high, and since their reduction would make 
a further deficiency in revenue he was brought to his main 
proposal—a levy on capital. 

For the purposes of a levy, he reckoned, ‘ the taxable capital 
of the country will amount to about £24,000 millions’. He did not 
say how he had reached this total, and the figure may have been too 
large even at the height of inflation ; but probably he was working 
on a pre-war estimate which put the aggregate national capital 
in 1913 at about £16,000 millions. Mr. Arnold’s concrete proposal 
was to make a levy in two instalments, one at the end of the War 
and the other two years later, the average yield of each levy being 
about 12 per cent. of the total capital owned by individuals. 
He would exempt capitalists owning less than £1,000; a man 
worth £5,000 would pay 44 per cent. or £225 at each levy, a man 
worth £25,000 would pay £1,500 at each levy, a man worth 
£60,000 would pay £7,500, and so on. Only about 20,000 persons 
would pay at rates higher than 12} per cent. at each levy, i.e. 
more than one-eighth of their total possessions. 

Mr, Arnold’s idea was that every one should be presumed to be 
financially dead at a given date, when the Capital Levy would be 
levied like the Death Duties. Each levy should bring in £3,000 
millions, thus reducing the National Debt to £2,000 millions, 
which would be not much more than our advances to the Allies 
and the Dominions. Mr. Arnold declared emphatically that his 
scheme was ‘ not confiscation and not repudiation’, but merely 
an alternative way of meeting a liability that had to be met by 
the wealthier classes, The great bulk of the War Loans was held 
by the income-tax-paying classes, who were thus paying * most 
of the interest on the War Debt’. Mr. Arnold believed that the 
working classes could not pay the interest on the debt to any 
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material extent. But if the wealthier classes were already paying 
the interest on the debt, why worry about it? Mr. Arnold had 
a strong argument for immediate action in ‘ the fact that War Debt 
has been borrowed at a time of great inflation of prices, and at 
a rate of interest nearly twice what the Government used to pay ’ ; 
hence the loans should be repaid before prices fell. The experience 
of continental countries like France or Germany, where the 
interest on internal debt has been reduced or practically obliterated 
by debasement of money, does not suggest that the State gains 
by ruining the investing classes; for both these Governments 
have suffered from a series of deficits ever since the War, while 
Great Britain, with its currency not far from the gold standard, 
has paid interest on its domestic and foreign debt and has done 
something since 1921 towards capital repayment into the bargain. 
A capital levy is of course far preferable to a debasement of the 
currency. 

As an alternative to a levy on capital Mr. Arnold could see 
nothing but a general rate of income tax ‘ of not less than 7s. 6d. 
in the pound’, an alarming forecast which happily proved 
erroneous. Moreover, he added, when trade became bad and 
prices fell ‘the yield would then fall, and in order to get the 
requisite revenue it would be necessary to raise the tax once 
again’. If, however, the Capital Levy were carried out ‘ the 
general rate of the Income Tax would be reduced at once from 
7s. 6d. in the pound to 2s. 6d. in the pound and the Super Tax 
would also be reduced, because apart from the saving of interest 
there would be a saving on the Sinking Fund’. With a debt of 
only £2,000 millions, repayments from the Allies and the Dominions 
would serve as a sinking fund. Turning to critics of the levy, 
Mr. Arnold first dealt with the objection that it would use up 
liquid capital just when it was most wanted, i.e. during the 
period of reconstruction. He replied that ‘a Capital Levy does 
not on balance absorb or use up liquid capital at all’, as the cash 
taken by the Government would be paid out again to holders or 
the War Stock cancelled. Secondly, the difficulties of realization 
and the floating of the stock markets with securities would not 
come about, because there would be little or no realization. One 
form of payment would be by handing over War Stock, just as 
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Victory Bonds could be used for paying Death Duties. Other 
approved securities would be accepted by the Treasury at fixed 
quotations. Persons who held no suitable securities might 
borrow from their banks, ‘and the banks would be guaranteed 
by the Government against any loss’. Finally, owners of land 
and real property, or men with all their money locked up in 
business, might have to give a mortgage, though if they did not 
hold war stock * they have not been doing their duty’. Never- 
theless, Mr. Arnold was prepared to meet their case by allowing 
them * to pay the levy over an extended period, say in sixteen half- 
yearly instalments ’. In exceptional cases a man might be allowed 
to pay a special income tax ; further, in the case of a man who had 
a good income and a small capital, ‘ a provision could be made for 
the levying of a special income tax on a sliding scale’. Mr. Arnold 
ended with the argument that, as most capital is owned by older 
men, the levy would be paid mainly by those who had not fought 
in the War, and would thus do something towards establishing 
* that ideal of equality of sacrifice of which we have heard so much 
and seen so little ’. 

From the same Liberal benches Mr. T. C. Taylor rose to argue 
that Mr. Arnold’s proposals were ‘ neither business-like, equitable, 
nor economically sound’. It was right to put the burden on 
men with large incomes, but they were bearing it already. If 
a levy on capital is such a good way of paying for war expendi- 
ture, why not apply it to current expenditure ? Why not at once 
take all current expenditure out of capital? A levy would pro- 
mote extravagance rather than economy. Then, again, the man 
who had saved money during the War had helped the Govern- 
ment not only by lending it money but also ‘ by not requiring the 
services of those who would have supplied him with luxuries, but 
have been doing war work instead’. Was he to be deprived of 
his capital in order that his extravagant neighbour might be saved 
the future burden of a heavy income tax? Then no one can 
guarantee that the Capital Levy should be, as its advocates 
declared, for once only. ‘If a thing is sound and equitable why 
should it not be repeated ? Mr. Arnold says that circumstances 
are exceptional; they are always exceptional when people want 
money.’ 

1569,57 Q 
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On two points Mr. Taylor criticized the Budget : he objected 
to the increased sugar tax and he regarded the increased rates of 
postage as a tax on communications. The Postmaster-General 
at once intervened to explain that the Post Office, instead of 
yielding the pre-war rate of profit (about £5 millions a year), was 
now barely self-supporting, and contended that ‘ the user should 
pay for the post and not the tax-payer ’. ~ 

Several members connected with agricultural interests criti- 
cized Mr. Law’s proposal to tax farmers on the basis of double 
their rent. Mr. Turton maintained that a farmer was not making 
such large profits as people thought ; since he had to pay heavily 
for labour, feeding stuffs and machinery, and his selling prices 
were controlled. Farmers had a standing grievance in their 
assessments to local rates, for they had to bear the increased cost 
of education and to repair the roads which were worn out by 
motor lorries and other heavy vehicles. Sir C. Bathurst admitted 
that many farmers had made large profits, especially those growing 
potatoes, but he thought their income tax ought not to be increased 
‘until their admitted grievance in respect to local taxation had 
been remedied ’. 

It was easy for the Chancellor of the Exchequer to reply that 
farmers were especially privileged by having the alternative 
of assessment under either Schedule ‘B’ or Schedule ‘D’. 
Deputations who wanted special treatment for their own industries 
nearly always urged that the farmer might be made to pay more, 
and he was quite certain that ‘farmers are not paying at the 
present time their full share of the burden imposed on us by the 
War’. In case of difficulties over accounts the local agents of the 
Board of Agriculture would help farmers. Mr. T. Wiles thought 
that the weak point of the Budget was that Mr. Law had ‘ let off 
the farming community so lightly’, since they had made large 
profits without being taxed. If there was a farm to let there were 
ten or a dozen people anxious to take it, and landlords had 
behaved very well in not raising farm rents. Mr. Wiles also 
wanted the various controllers (of wood, leather, sugar, grain, 
petrol, &c.) to present a profit and loss account. 

In reply to criticism of the Cheque Tax Mr. Law recalled the 
opposition to Sir M. Hicks Beach’s proposal, which was focussed 
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by the banks; this time Mr. Law had consulted representative 
bankers, who told him that the change would be accepted. He 
believed that the new postal charges would also be paid without 
trouble because people had got into the habit of spending. It was 
more difficult to defend the Sugar Duty, and Mr. Law could only 
argue that a family man would gain more by the bread subsidy 
than he paid on the Sugar Duty. On the question of the Luxury 
Tax Mr. Law had made up his mind that the tax was to be imposed 
and only left the Committee with the question of method. He 
agreed with some of the criticism passed on the spending depart- 
ments and would not claim that the Government was always 
getting value for money. ‘There is undoubtedly great waste— 
a great deal of money is being spent that might be saved.’ 
But it was impossible to have control from the Treasury over 
all the immense expenditure of the departments; still, he 
declared, immense improvements had been made. A _ large 
increase of expenditure, he said, was unavoidable ; for in the case 
of munitions we were turning out nearly double the quantity of 
some kinds, and never less than one-third more than was being 
turned out a year earlier. 

Perhaps Mr. Leif Jones put the principles of Government 
finance as shrewdly as any one when he said that the Chancellor 
was not burdened by having to balance his accounts and did 
not attempt to do it. ‘He merely tells us that he is gomg to 
spend a sum beyond all precedent, that it is necessary for the 
purposes of the War, that he proposes to raise a certain sum 
which he thinks is as much as the country can stand at the 
moment, and there is his Budget statement.’ On general ground 
Mr. Leif Jones doubted the wisdom of a luxury tax, thinking that 
the right way to stop extravagant spending was to limit a man’s 
spending power, so he would have preferred an income tax of 
6s. 8d. He thought Mr. Law over confident in estimating Income 
Tax at £290 millions and Excess Profits Duty at £300 millions. 
Had he made allowances ‘ for the injury that is going to be done 
to the national income by the calling up of the man between 41 
and 50’? On the question of farmers’ assessment Mr. Jones 
pointed out that there was no necessary relation between rent 
and profit. Instead of increasing the Sugar Duty he would 
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have reduced the bready subsidy by £12 millions—an alternative 
so obviously sound that we cannot understand now why it was 
not adopted. 

As a leader of the Temperance Party Mr. Leif Jones disliked 
the concessions to the brewers on the Licence Duties, arguing 
that the trade was doing very well in spite of the restriction on 
output, so that there was no reason to throw away more than 
a million. The Licence Duties were a tax on the trade, being 
really a payment by the trade for the monopoly conferred by 
the licence. Touching on Mr. Arnold’s capital-levy proposals he 
remarked: ‘ When he came to the difficult cases, he at once 
resorted to income. In further reply to Mr. Arnold Sir Maurice 
Levy declared that the bulk of the £600 millions provided by 
Excess Profits Duty, Income Tax, Super Tax, and Death Duties 
would fall upon the well-to-do, who were therefore bearing a very 
fair proportion of the war burden; but he thought the increased 
tax on the smaller earned incomes was too heavy, because the 
rate between £500 and £1,000 was to be 3s. instead of Qs. 6d., 
whereas invested incomes were only taxed 3s. 9d. instead of 
3s. 6d. The real justification for the change was that the earlier 
differentiation was not equitable. 

Mr. Wing did not like the continuance of the low exemption 
limit for income tax, though he welcomed the increased allow- 
ances for children and dependants. He disliked the Sugar Tax 
because it might be used as a precedent for increasing the area of 
indirect taxation, and would have preferred taxation of land 
values. As a bank director Mr. Needham criticized the increase 
of the cheque stamp. Mr. Currie did not regard a capital levy 
as confiscation and could not see that any principle was at stake ; 
but he thought it impossible that three-quarters of the War Debt 
could be paid off in this way. He would have supported an increase 
of the Death Duties. 

This discussion took place on 23rd April. About this time 
Mr. Clough got a return showing how the amount of income tax 
payable by farmers had been increased by Mr. McKenna and 
Mr. Law. In 1913-14 a tenant farmer, who had a wife and three 
children and was rented at £500 a year, would have paid nothing 
at all; in 1915-16 he would pay £29 5s. Od. on a net assessment 
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of £325; for the next two years his tax would be £36 Ils. 3d. 
on the same assessment. Mr. Law’s second budget would raise 
his assessment at one bound to £1,000 and his tax to £150 a year. 

On the sugar resolution (Ist May) Mr. D. Mason and Mr. 
Pringle protested against such an addition to the cost of living, 
denying that the loaf subsidy was a compensation since it was 
temporary while the duty might be permanent. Mr. Baldwin 
could only reply that the income-tax concessions on the smaller 
incomes more than balanced the increase in the Sugar Duty. 
Mr. Leif Jones contested the official estimate of 1}d. a fortnight 
per head as the burden of the duty, observing that the duty was 
estimated to bring in £12 millions, which meant 5s. a year per 
head; Mr. Price reckoned that the burden was still heavier, 
because the distributor’s profit and expenses had to be added to 
the amount of duty. As an alternative Mr. Adamson suggested 
that the Super Tax should begin at £1,000 a year instead of 
£2,500. 

On the Spirit Duty Resolutions Mr. Leif Jones tried to get 
the Licence Duties restored, because they had been lowered more 
than the curtailment of hours justified; he maintained that 
there was too large a margin between the cost price and the 
controlled retail price. Mr. Law said the demand for beer was so 
strong that he ‘might have put another penny or twopence on 
the glass of beer and have got an almost unlimited revenue ’. 
But after giving people ‘ inferior beer ’ he could not raise the price 
as well; ‘ you would have had an amount of industrial discontent 
greater than could have been produced in any other way.’ 

On the Match Tax Resolution Sir W. Rutherford complained 
that matches were hardly obtainable ; Mr. Bonar Law explained 
that his aim in raising the duty was not to get revenue but to 
carry out the suggestion of the Match Controller, who had to 
raise his price and found that it would give the trade too big 
a profit unless the tax was also raised. 

On the Income Tax Resolution Mr. Terrell renewed his last 
year’s attempt to obtain larger allowances for the depreciation of 
business assets: he said the Commissioners of Inland Revenue, 
who had unchecked discretion, allowed too little, and quoted 
the report of Lord Balfour of Burleigh’s Committee, which had 
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reported five months earlier in favour of larger allowances. In 
particular he wanted larger allowances for workshop buildings in 
place of the statutory one-sixth of the rack rent, and appealed 
for Labour support ‘in view of the miserable dreary factory 
buildings one sees all over the country in all the old works’. 
Sir A. Williamson put the case of electric machinery, which was 
fast running and therefore wore out quickly, and. urged that our 
manufacturers should be encouraged to scrap inefficient plant. 
There was a danger, too, that companies working abroad, e. g. 
oil and nitrate concerns, which required larger allowances for 
wasted assets, might be turned into foreign companies. 

Mr. Law agreed that the country as a whole was very willing 
to pay heavy taxation, but he found that each class or trade 
thought itself unfairly taxed. The Commissioners were indepen- 
dent of the Treasury, though they might take advice; they 
had in fact met the grievance of the oil companies, and if a 
manufacturer wanted to scrap a machine they would give him 
credit for the whole of it. Mr. Terrell’s standard of ‘ as a prudent 
_owner would think right ’ would not work. 

On the Super Tax Resolution Sir F. Banbury took the familiar 
point that a man had to pay Super Tax on an income which he 
did not receive, e. g. an income of £4,000 gross was only £2,800 
net, yet it was assessed to super tax at the full amount. Mr. Law 
agreed that the rule was ‘rather absurd’, but the tax-payer 
would have to pay anyhow. 

On the resolution doubling the Stamp Duty on cheques 
Mr. D. Mason observed that the London Chamber of Commerce 
and the Stock Exchange had passed adverse resolutions. Mr. Law 
said that he would drop the tax if there was any considerable 
opposition, but he had consulted leading bankers, who told him 
that the twopence would be paid readily. The resolution was then 
agreed to, and the Finance Bill passed its first reading. 

On the Second Reading (14th May) Mr. Lough repeated the 
complaint about Irish taxation, alleging that all the new indirect 
taxes pressed heavily on Ireland; but after mentioning the 
increase of farmers’ income tax and saying: ‘ Ireland is a farming 
nation, three-fourths of the population there live by farming’; he 
admitted that the increase would not hit them, ‘ because nearly 
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all the farmers of Ireland were small men and would be exempted ’. 
Out of the total estimated yield of £300 millions from income tax 
Ireland, with one-tenth of the population, would only pay £74 
- millions, and out of the £290 millions from Excess Profits Duty, 
Ireland was only expected to pay £7 millions. He quoted these 
estimates to show that Ireland was a poor country, though an 
Englishman might have drawn the inference that Irishmen were 
lucky in escaping most of the war taxation. Mr. Lough held that 
‘niggling’ taxes such as the Luxury Tax should be avoided. 
Sir C. Henry congratulated the Chancellor on his courage in raising 
so much revenue and predicted that as a result of our high war 
taxation we should, when the period of reconstruction came, be 
in a more favourable position than our enemies or our allies, 
Mr. Law’s proposals, he said, meant ‘ the conscription of wealth 
in homoeopathic doses’. As the Income Tax alone already took 
more than half the income of the rich the metaphor was unfor- 
tunately selected. 

Mr. Currie pointed out that Income Tax was paid by less 
than 10 per cent. of the population ; he thought that £50 millions 
a year could be saved on the nation’s drink bill and that the 
Death Duties might be raised by £30 millions a year. Then, as 
the taxable income of income-tax payers in 1916-17 was £1,655 
millions, some two thousand millions might be raised by a capital 
levy. He did not explain how a Chancellor could get Death Duties 
and Income Tax from property which he had already confiscated ! 

As a banker Mr. Faber feared that the Cheque Tax would drive 
people to use currency notes instead of small cheques; he was 
concerned at the falling-off in subscriptions to War Bonds. 
Mr. McKenna inferred from the estimate of the Cheque Tax 
yield that the Treasury expected a reduction of 40 millions a year 
in the number of cheques; he thought expenditure should be 
curtailed to restrict borrowing. 

Mr. Bonar Law felt that the House had received his Budget 
and its heavy taxation very well; he was not alarmed at the 
prospect of large borrowing, as War Bonds had gone excellently ; 
since their first issue in October 1917 no less than £719 millions had 
been subscribed. Turning to critics of the Cheque Tax he could 
not admit that it meant inflation ; he believed that people would 
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pay, just as they paid twopence for a penny newspaper ; and he 
quoted Sir E. Holden, Chairman of the City and Midland Bank, 
who thought the increased stamp duty on cheques a good means 
of raising revenue. Defending the Luxury Tax Mr: Law recalled 
how Mr. McKenna had asked him to go to a meeting in the City 
to advocate a loan and to preach economy: ‘ And I said to him, 
and he entirely agreed with me, that I would rather, instead of 
preaching economy, compel economy by taxation.’ Taxation in 
this country ‘ has been levied on all classes on a scale which has 
not yet been touched by any of the belligerent countries ’. 

In Mr. Walter Runciman’s opinion taxation was borne more 
willingly during a war than after it; he therefore regretted that 
an increase had not been made a year ago. There was a growing 
alarm at our enormous expenditure, especially at the waste, 
e. g. in useless factories and other constructions, or in the three 
hundred double payments made by the Ministry of Munitions. 
Mr. Snowden opposed the Luxury Tax on principle, arguing that 
taxation could only be obtained from income or capital ; indirect 
taxation did not fall equally on tax-payers and always meant an 
increase in the cost of administration. Taxation of luxuries, 
entertainments, motor-cars, matches, and so on were ‘ amateurish, 
childish, pettifogging, ineffective ways of raising national revenue ’. 
It would be much better to increase the Income Tax: ‘Do not 
allow people to keep the means of expenditure and leave it 
to them to decide what particular form the expenditure should 
take.’ Like Mr. Runciman he regretted the delay in increasing 
taxation. 

Mr. Snowden still held that the poorer classes were being made 
to pay more than was fair, since ‘ there ought to be left free from 
taxation an income sufficient to provide every man with all the 
essentials of a healthy physical life’. Still, he differed from the 
claim made by other Labour Members for a higher point of 
special exemption ; since the old days when the limit was £160 
a year allowances had been given for children and for a wife, 
“therefore he will be a very exceptional man, indeed, who will 
pay any income tax if his income is below £200 a year’. Further, 
Mr. Snowden wanted indirect taxation to be abolished altogether. 
* but I do not believe in relieving the working classes altogether 
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from having to bear a share of the cost of the War which they 
have approved’. Referring to Mr. Arnold’s suggestion of a 
Capital Levy, he thought that this was ‘neither practical nor 
desirable as a permanent part of our system of taxation’; but 
the alternatives were ‘ an income tax of 7s., 8s., 9s., or 10s. in the 
pound for thirty of forty years after the War; or to take a bold 
step, and by one act of renunciation reduce the amount of the 
National Debt by a very considerable sum’. All the arguments 
used against the Capital Levy had been urged against Sir W. 
Harcourt’s Death Duties in 1894. He would have liked a tax 
on war gains if it had been practicable. He reckoned that from 
three-fifths to four-fifths of the subscriptions to war loans came 
from war profits. 

Mr. Bigland feared that the proposed Luxury Tax would 
discriminate against art workers and in favour. of machine-made 
goods. He welcomed the differentiation in the duty on unmanu- 
factured tobacco in leaf, and wanted a preference for Empire- 
grown sugar. Sir G. Agnew also disliked the Luxury Tax because 
‘although good in theory, a 10 per cent. tax would drive the 
trade from London, though a 5 per cent. tax would not hurt’ ; 
the tax would be worse for artists than for art dealers since it 
might come to be paid by the artist rather than by the purchaser. 
Mr. C. Price regretted that Mr. Law had not taxed land, which had 
risen in price so much that farms were selling at fifty years’ purchase. 

Mr. Ellis Davies advocated a tax on the increased value of 
property during the War, e. g. shipping shares ; he declared that 
the transfer of property with the aim of escaping death duties 
was becoming more frequent. Colonel Collins thought a tax on 
capital fair enough if it were feasible ; but a Luxury Tax might 
work harshly; the House ought not to accept the principle 
without knowing how it would be applied. He congratulated the 
Chancellor on bringing in new taxation to yield £140 millions 
a year; he calculated that every year of war meant £114 millions 
added to our permanent taxation. The plan of subsidizing bread 
to the extent of £40 millions while raising £150 millions by Excise 
seemed to him absurd, since indirect taxes always took more out 
of the taxpayer’s pocket than they brought into the Exchequer. 
The Finance Bill was then read a second time. 
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The Siath Budget in. Committee 


When the Bill went into Committee on 3rd June Sir G. Younger 
raised a constitutional issue. The Food Controller had made 
brewers pay an extra 25s. per barrel on special beer permits for 
munitions areas ; this he believed to be quite illegal, and Mr. Law 
recognized it as ‘a point of substance’. Then Mr. D. Mason 
moved to leave out the increased Sugar Duty, arguing that sugar 
was a useful food and also the raw material of the mineral water 
trade and of confectioners. Sir C. Henry answered the last con- 
tention by saying that the Food Controller had made special 
allocations of sugar to the small confectioner. Although unwilling 
to vote against any war tax, Mr. Denniss, on behalf of the Mineral 
Water Manufacturers’ Association, pleaded that the tax should 
not be continued after the War. To Mr. Lough the taxation of 
sugar seemed ‘ferocious’; he said that the price in July 1914 
was 15s. 104d. a ewt. and was now 57s. 9d.; thus sugar had risen 
in price more than anything ; in Canada the price had only risen 
from $4.60 per 100 lb. to $8.80. It was evidently absurd to put 
£25 millions on sugar and then to give away £40 millions on bread. 
Mr. Snowden said that the working classes resented this tax, and 
would have preferred a higher income tax. In reply Mr. Baldwin 
argued that this was the only tax in the Budget which fell of 
necessity on persons with less than £500 a year; something must 
be kept in reserve for a higher Income Tax if the War should last 
into 1919. Sugar was an article of universal consumption ; 
‘the tax is an easy one to impose and collect, and the whole 
amount of the tax goes to the Revenue with very little trouble 
or expenses for collection.’ 

Like other Members Mr. Pringle would have preferred a reduc- 
tion in the bread subsidy; he challenged the Labour Party, 
which was now associated with the Government, one of its leaders 
bemg in the War Cabinet, to vote against the Sugar Tax. 
Mr. Adamson promptly accepted the challenge. Mr. Law answered 
his critics by pointing to the great fall in the proportion of revenue 
raised by indirect taxes, which was 424 per cent. in 1913-14 and 
now only 183 per cent. This calculation reckoned the Excess 
Profits Duty as a direct tax.. He argued that the new allowance 
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for a wife more than balanced the increase on sugar, and he 
believed that the poorer classes would rather have the bread 
subsidy than cheaper sugar. On a division some Labour Members 
and Independent Liberals supported the Government and the 
clause was carried by 149 votes to 31. 

On the Luxury Tax clause Sir M. Barlow wanted to lower the 
16% per cent. rate. Mr. Law offered to withdraw the clause and 
to bring in a second Finance Bill when the Committee on the tax 
had reported ; so the clause was negatived. 

On the Income Tax Clause Sir Ryland Adkins tried to reduce 
the rate on unearned incomes under £500 from 3s. to Qs. 6d., 
arguing that persons with small incomes from investments or 
pensions often had very little earning capacity, and could not 
raise their incomes as people with wages or salaries had done in 
order to meet the increased cost of living. Mr. Law admitted 
that the cost of living did fall very heavily on such people, and on 
many whose incomes were above the £500 point, but with the 
pressing need for more revenue he could offer no concession. 

When the Committee came to the clause which raised farmers’ 
income tax to double the rent Sir J. Boyton tried to get land used 
for charitable purposes and recreation without profits exempted 
from the increase. As an instance he quoted a field belonging to 
the Playing Fields Society at Walthamstow which paid £4 4s. in 
1915-16, £44 15s. in 1917-18, and would now pay under the new 
clause £160, which was impossible. He asked for assessment under 
Schedule ‘ D’, to which Mr. Law replied that the official amendment 
would give the annual value on anything except actual husbandry. 
Some football grounds, as Mr. Rawlinson pointed out, were making 
large profits and ought to be fully assessed. Mr. Law’s amend- 
ment gave the Board of Agriculture and the Commissioners of 
Inland Revenue power to halve the assessment of lands which 
were not occupied only or mainly for the purpose of husbandry ; 
to this Mr. Holt objected that it gave the taxing power to a depart- 
ment, and Mr. Law admitted the force of the objection. 

Colonel Stirling put the hard case of woodlands, saying that 
Schedule ‘ D’ was useless except for young plantations; Mr. G. 
Lambert spoke up for the small farmers who would now pay for 
the first time, and for the owner-occupier who would pay 
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Schedule ‘ A’ and Schedule ‘B’. Major E. Wood dwelt on the 
burden of local rates, and Sir C. Hobhouse complained of the great 
increase in tithe. Mr. J. M. Henderson said that the Food Con- 
troller was taking away the farmers’ profit and destroying part 
of their business, e.g. stock raising, by his price schedules ; 
Sir C. Hobhouse thought that the farmer’s profits were likely to 
fall still lower. A good point was made by Sir J. Spear, who said 
that the Government was buying the farmer’s crops at 60 per 
cent. and his hay at 40 per cent. over pre-war prices, but was 
increasing his assessments by 600 per cent.; farmers, in fact, 
were badly treated by the Government when they were doing their 
best to increase our food supply. Mr. Law admitted that the 
production of food was more important than taxation, but other 
classes were complaining that the farmer was not paying his share. 

The old question of double income tax within the Empire 
was raised by Mr. Peto, but Mr. P. A. Harris, although he received 
almost the whole of his income from the Colonies, thought the 
Chancellor’s concession very generous. Mr. Law was sympathetic 
and anxious to encourage investment within the Empire, but he 
could not agree that the whole loss of revenue should fall on the 
British Exchequer. Persons who invested in the Dominions looked 
to the total return on their money and did in fact get higher return 
than on money invested at home.1 

In the present Budget there was no new grievance, since 
persons subject to double income tax would not pay the extra 
shilling. Mr. Law went on to say : 

‘This War is laying upon all belligerents a financial burden which is 
terrible in its intensity. I do not wish to exaggerate it; I have always 
felt that the want of money would never stop the War before we had 


achieved our object ; but do not let us make any mistake. It is going 
to leave a very heavy burden, however it is adjusted, for many generations.’ 


On the clause dealing with deductions from income tax for 
the wear and tear of plant, &c., which gave an appeal to the 
Board of Referees if ‘ any considerable number of persons engaged 
im any class of trade or business are dissatisfied’, a number of 


* The question of double income tax was discussed exhaustively for the League of 
Nations by Sir J.C. Stamp and three continental economists, who point out in their 
report to the League that existing or expected taxation is taken into account when 
money is advanced, so that the tax really falls on the borrower. 
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criticisms were urged. Mr. Baldwin replied that the questions 
raised must be left for the long-promised Income Tax Commission. 
Mr. Currie said that the Associated Chambers of Commerce were 
- satisfied with Mr. Law’s proposals; but critics continued, and the 
division gave the Government a majority of only 21 (78 to 57). 

Sir C. Kinloch Cooke failed to get an allowance for deprecia- 
tion of machinery not in use; but after some small points had 
been discussed Sir A. Williamson, by moving an amendment to 
Clause 29, obtained a declaration from Mr. Baldwin that it was 
the custom ‘in the case of persons whose business it is to traffic 
in money, and whose ordinary trading receipts regularly include 
interest on money, . . . to assess the income-tax liability on the 
whole of the profits’; this included bill-brokers and discount 
houses as well as bankers. 

On the clause continuing the Excess Profits Duty Mr. Holt 
made a slashing attack on the whole principle of the duty, whose 
original purpose was to ‘ quieten the disturbance to labour’, 
which could not tolerate the idea that employers were making 
large fortunes out of the War. The duty had no such effect. 
Extravagance was encouraged by the duty just when people ought 
to economize, and it had caused over-insurance of property. 
On the other hand, Mr. Currie thought that some such tax was 
inevitable, and Mr. Pennefather said that the Chambers of Com- 
merce had never objected to the principle of the duty. In reply 
to Mr. Holt, the Chancellor insisted that ‘if any one gets a bigger 
income now than before the War he is not, from the point of view 
of fairness, badly off’. 

Another point was made by Mr. J. Mason, who contended that 
much of the profits tax was coming from the Government’s 
expenditure and careless contracts; he would have preferred 
economy and more careful costing in the departments, Sir F. 
Banbury thought that all people making larger incomes ought to 
pay something, including wage-earners, ‘who are making very 
much larger incomes than before the War ’. 

For the third time a discussion arose on the Cheque Tax, 
which Mr, Needham deplored as a restriction on the growing use 
of cheques and as a hindrance to the opening of small banking 
accounts; Sir C. Henry raised the common objection that the 
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tax meant more currency notes. Mr. H. Samuel enumerated the 
Chambers of Commerce and other bodies which had protested 
against the double stamp duty; he argued that payment by 
cheque was ‘the most sensible way of transmitting money ° ; 
in 1917, he said, 321 millions of cheques changed hands in the 
United Kingdom. Mr. Marriott understood that the Treasury 
experts had advised the Government ‘ that they- are not really in 
a position, whatever they may do, to check the increase in the 
issue of the notes, that their hands are tied in the matter, that they 
are really an issuing house, and that they really cannot affect 
the issue of notes’. He held that there was certainly an over- 
issue of notes, since they were virtually inconvertible; part of 
the 50 per cent. increase of expenditure in the last eighteen months 
was ‘ due to currency inflation ’. 

In reply Mr. Law quoted Professor Pigou’s opinion * that the 
effect on inflation would be absolutely nil’, and we may add that 
the results and yield of the tax confirmed Mr. Law’s opinion that 
it would not seriously diminish the use of cheques. 

To meet the protests of the cinema industry Mr. Law brought 
forward a new clause which lowered the Entertainment Tax by 
extending the halfpenny rate to 24d. tickets and the 2d. tax to 
Td. seats. 

Colonel Royds brought in a clause to abolish the Land Value 
Duties, which, he said, had cost £4-2 millions and had yielded only 
£1,092,000. He quoted a statement by Mr. Asquith in August 
1909: ‘I defend this tax and all the taxes contained in this 
Finance Bill as fiscal instruments, and if any one can demonstrate 
to me that they are not, I shall agree they ought to be excised 
from the Bill.’ Colonel Royds argued that the uncertainty and 
the prospect of litigation were deterring builders ; all the associa- 
tions connected with building and land surveying had condemned 
the duties, declaring that they contributed substantially to the 
shortage of houses. In defence of the duties Mr. C. Price pointed 
out that they had been more or less suspended during the War, 
so that it was not fair to judge by their yield to date. Evidently 
Mr. Law was not keen on maintaining the duties, but he thought 
the subject too controversial to be raised during the War. Mr. D, 
White argued that the duties could not affect house building 
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because they were imposed on land not on houses ; he quoted the 
recent Report of the Royal Commission on Housing in Scotland, 
which said that land was not to be obtained on fair terms, and 
suggested that it should be bought on the Finance Act valuation. 
Mr. White wanted to tax the land on its value not on its use, and 
quoted Australian and New Zealand precedents. 

Sir R. Barran wanted a further concession to manufacturers in 
the assessment of income tax on ‘ paper profits ’ made by the rise 
in value of their normal stock-in-trade. Mr. Baldwin refused 
because the amount of revenue involved was too large; he denied 
that German manufacturers would be in a better position after the 
War than our own, since their reserves would be in German 
war loan. As for neutrals the one danger which could not be 
avoided was that ‘a belligerent must at the close of the War 
be in a position financially inferior to that of a neutral... . It is 
no use pretending that a country can endure a long war, struggle 
through it, and be in the same position at the end of the war as 
it was at the beginning.’ 

Colonel Gretton had a clause extending the reduction for wear 
and tear of plant to diminished value through non-usage, pointing 
out that wooden vessels, e. g. casks, deteriorate faster through 
disuse; Mr. Law accepted the principle though not the wording 
of the clause. 

After some further discussion of Income-Tax exemptions the 
Spirits, Tobacco, and Sugar Schedules were passed, and the 
Finance Bill was reported. 

On 13th June a new clause, carrying out the Chancellor’s 
promise to Mr. Pollock and extending the benefits of the Death 
Duties (Killed in War) Act, 1914, to brothers and sisters of the 
deceased, was added to the Bill. 

Colonel Ashley and others tried to get disability pensions of 
sailors and soldiers exempted from Income Tax, Sir H. Greenwood 
suggesting that the money for the purpose might be borrowed from 
the United States! Mr. Hogge had a strange objection to a 
pension being treated as ‘ earned’ income. Surely it was only too 
well earned! While sympathetic Mr. Law replied that to agree 
with the suggestion would be to tamper with the basis of our 
Income Tax—ability to pay—while the concession would be value- 
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less to men below the Income-Tax level. Mr. Holt supported the 
Chancellor, maintaining that the disability pension should com- 
pensate a man for his loss of earning power, therefore it should be 
taxed as ‘earnings’, but other Members still pressed for the 
concession, and Sir H. Nield declared, with a fine mixture of 
metaphor, ‘ Those of us who have had any experience of trying 
to get consideration, know the cloven foot of the Treasury comes 
in without any bowels of compassion and draws tight lines from 
which they will not deviate lest they should lose their reputation 
as custodians of the public purse’. He maintained, in spite of 
Mr. Law’s contradiction, that pensions were cut down whenever 
a man got a job. 

An official amendment to Clause 24 carried out Mr. Law’s 
promise to give the manufacturer a double appeal in cases of 
depreciation, including machinery idle through the War. 

On the clause extending the allowance in respect of a wife 
and children and dependent relatives (to £800 per annum), 
Captain Smith proposed to extend the allowance to children over 
16 attending a school or university ; Mr. Law agreed that this 
might be desirable in normal times, but ‘we need the actual 
working help even of those who at ordinary times are better 
employed at school’. Mr. Law’s own amendment, extending 
the * wife’ allowance to a female relative in charge of the tax- 
payer’s children, invited some discussion ; Mr. Holt objected that 
the relative might have means of her own and Sir F. Banbury 
argued that she ought not to be in a more favourable position 
than a wife. Mr. Law could not admit that the relative who came 
to help a widower in looking after his children was getting all the 
advantages of a wife; the helper might be the widower’s sister, 
who was working for a living elsewhere. 

A final assault on the Cheque Tax was led by Colonel Collins, 
who wished to allow cheques for less than £5, or under £2 (like 
receipts), to bear a penny stamp ; all the old arguments were used, 
but Mr. Law refused to make any concession, and the Finance Bill 
was sent to the Third Reading. 

A brief and not very important discussion on 18th June 
sufficed for the Third Reading. Colonel Collins feared that the 
expected reduction in taxation after the War would not mature ; 
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Mr. D. M. Mason hoped that the Luxury Tax would be dropped, 
but disliked the Cheque Tax and the increased Sugar Duty still 
more; Mr. McKean talked about the over-taxation of Ireland. 
In reply Mr. Bonar Law declared his firm intention of carrying 
through the Luxury Duty. He calculated that the Budget had 
passed its various stages with so little change that only £2 millions 
were affected. The Finance Bill was then read a third time and 
passed. 


This Budget went through very easily. Neither in Parliament 
nor in the press was any one disposed to question the need for 
financial sacrifice at a time when so desperate and bloody a struggle 
was being waged by our soldiers in resisting the great German 
onrush which marked the last stage of the Great War. 

* Of all the Budgets I have listened to and criticized in the last 
twenty years,’ wrote one journalist, ‘ that unfolded by Mr. Bonar 
Law on Monday afternoon was very nearly the best and certainly 
the most alarming. The statement itself was a model of graceful 
lucidity. On its taxation side the Budget was ‘ worthy of com- 
parison with the drastic scheme passed by Mr. McKenna two years 
ago’. But on the expenditure side ‘Mr. Bonar Law and his 
colleagues deserve to be branded with the severest censure’. 
Then he went on: ‘a little more than half of the new revenue 
comes out of the Income Tax payers, including the happy 
farmers who have hitherto escaped very lightly. . . . The worst 
of the taxes is the sugar tax.... The luxury tax is a French 
fiscal device. Whether it can be made a success remains to be 
seen. I wonder, with Mr. McKenna, if the revenue to be derived 
from a twopenny cheque, or from the abolition of the penny 
post, really justifies the change. A slight graduation of death 
duties would have yielded the sums required without causing 
universal annoyance. However, the proposals as a whole deserve 
the general support which they seem to have received.’ 
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CHAPTER VIII 
THE SEVENTH WAR BUDGET, 1919 


Results of the 1918 General Election 


Tue war had ended victoriously for the Allies in November 
1918, and in the following month a general election completely 
altered the composition of the House of Commons. ‘To ensure 
success and a new lease of office Mr. Lloyd George and Mr. Bonar 
Law had issued a joint letter of recommendation, known as 
‘the Coupon ’, to candidates whom they wished the electors to 
support. At the same time it was intimated that if Government 
candidates were returned the Kaiser would be tried in London 
and ‘ Germany would be made to pay the whole cost of the war ’. 
These temptations proved irresistible to the ignorant voter. 
As a result many of Mr. Lloyd George’s former colleagues failed 
to secure re-election, and some leading critics of the Government’s 
policy and finance—Mr. Asquith, Mr. McKenna, Mr. Philip 
Snowden, Mr. R. D. Holt, Mr. Herbert Samuel, and others— 
disappeared for a time from the House of Commons. The Govern- 
ment majority was so overwhelming that it could afford to ignore 
critics and opponents, so long as the indolence of public opinion 
and the quiescence of party organizations were ready to tolerate 
the financial extravagance and political vacillations of a Coalition 
Government. The people were in a state of apathy, stunned by 
the War. The recovery from conscription, D.O.R.A., and 
Government controls was necessarily slow. 

The new Chancellor of the Exchequer, Mr. Austen Chamber- 
lain, opened his Budget on 30th April 1919. His prefatory 
remarks strongly confirmed the arguments used by critics of all 
the War Budgets except the third, fourth, and sixth, who had 
urged the necessity and justice of imposing higher taxation while 
the War lasted. The War was now over, but the financial situa- 
tion of the Government was more difficult, so Mr. Bonar Law had 
said, than at any time during the War ; ‘ People who during the 
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War strove their utmost to save and to place their savings at the 
disposal of the Government are less willing to make those sacrifices 
now ;... they accepted the immense burdens of the War without 
grumbling, and the House of Commons passed them with a mini- 
mum of criticism.’ But now it was another story. The Chancellor 
was asked both to remit taxation and to remedy grievances ; 
‘ the same people who call upon me for fresh and large expenditure 
im every special field expect me at the same time to accomplish 
vast reductions in expenditure ’. 

Since fighting had ended during the eighth month of the 
financial year, expenditure had not come up to the gigantic 
estimate of £2,972 millions; even before the Armistice it had 
begun to diminish. In the first period to the 9th of November 
it averaged £7,443,000 a day, in the later period £6,476,000. But 
the reduction was only £393 millions. Special additional expendi- 
ture had been incurred as a result of demobilization ; there were 
£52 millions for gratuities and £13 millions for unemployment 
allowances ; against these increases there was a saving of £45 
millions on the estimated debt charge. 

On the revenue side the results were more satisfactory ; for 
the Budget estimate of £842 millions had been exceeded by £47 
millions. This was not all due to an item which will loom large 
in the next three financial statements, i.e. Miscellaneous Receipts ; 
for this time the amount of these was only £37 millions, of which 
all except £4 millions was due to a further payment from India on 
account of the £100 millions which the Indian Government under- 
took. Nor did the big direct taxes contribute to the surplus. 
Income Tax and Super Tax realized less than a million above the 
estimates. Death Duties, always an uncertain source depending 
upon the death-rate of millionaires, failed to reach the estimate 
by a little more than a million, and Excess Profits Duty was down 
by no less than £15 millions, though Mr. Chamberlain expected 
the amount to be made up during the coming year. But stamps 
brought in nearly £12} millions, or three millions over the estimate, 
and £4 millions over the receipts of the preceding year. An extra 
£3 million came from the increased Cheque Duty, and nearly 
a million from the duties on conveyances, due to the large sales 
of property by distressed proprietors. Customs and Excise showed 
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a handsome surplus of £144 millions, £53 millions coming from 
tobacco, £3 millions from spirits, £2 millions from tea, and £14 
million from the Entertainments Tax. In view of the debasement 
of the silver coinage, which Mr. Chamberlain was soon to initiate, 
it is interesting to observe that £1} million of the miscellaneous 
revenue came from extra profits of the mint, chiefly arising from 
the large demand for silver coinage. . 

Comparing the two sides of the account Mr. Chamberlain 
found that the Exchequer outgoings were £2,579 millions and 
revenue £889 millions, leaving a deficit of £1,690 millions, hideous 
and alarming, but ‘ nearly £440 millions less than was anticipated 
a year ago’. Mr. Chamberlain reckoned that 34-47 per cent. of 
the total expenditure in 1918-19 was provided by revenue; for 
the five years since Ist April 1914 the percentage was 28-49. The 
National Debt now amounted to £7,435 millions, of which the 
external debt was estimated at £1,350 millions. But as this was 
largely repayable in foreign currency, the sterling equivalent would 
vary with the state of the exchanges. Against this large total we 
had certain assets. £171 millions was owed by the Dominions, 
while the remaining liability of India was about £39 millions. 
Next there was the vast sum of £1,568 millions owed to Great 
Britain by the Allies as follows : 


£ 
Russia owed . : ; . 568,103,000 
France ,, : é : . 434,490,000 
Italy . . : : . 412,520,000 
Belgium ,, : 3 2 . 86,779,000 
Serbia ,, : : 2 , 18,643,000 
Other Allies owed . : . 47,915,000 


Then there were ‘ assets of a substantial character acquired out 
of Votes of Credit ’, and finally ‘ there are the payments we shall 
receive in respect of indemnity from our enemies ’.! 

A year earlier Mr. Bonar Law told the House that the British 
and Canadian Governments had arranged to set off their mutual 
obligations ; a Treasury minute of 14th November 1918 showed 
that the effect of this was to reduce the debt owed by each 
country to the extent of £80-6 millions ; Mr. Chamberlain hoped 
to carry through a similar transaction in the coming year. 


1 After the general election Ministers dropped the talk about Germ ing f 
the cost of the War. PP CEMGRY. Paya e no 
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Turning to the expenditure for the coming year Mr. Chamber- 
lain declared that the estimates were wholly abnormal; he 
would, however, abandon the system of Votes of Credit and 
present his estimates in the usual way. Already he had been 
‘compelled’ to make supplementary estimates : 


£ 


Additional Loans to Allies 28 millions 


Coal . ; A 5 : 7220. 
Unemployment . é 2 eee 7 
Land Settlement Bill . ; see aces 
Civil Service War Bonus ; Aon yee Aen 


Mr. Chamberlain omitted to give any other estimates except 
£440 millions gross and £287 millions net for the Army, and 
£360 millions for the Debt Charge. As he was still borrowing, it 
was useless to make provision for a sinking fund. After allowing 
for Supplementary Estimates the expenditure would be £1,434-9 
millions. Details of expenditure and revenue were to be given 
in a White Paper which, as revised on 23rd October 1919, we may 
add here in order to show how the financial outlook changed in 
the next six months. 


As estimated in As now More or less than 
the Budget estimated in the Budget 
£ ; £ £ 
Expenditure 1,451,100,0002 1,642,295,000 + 191,195,000 
Revenue 1,201,100,000 1,168,650,000 — 32,450,000 
Deficit 250,000,000 473,645,000 +! 223,645,000 
EstiIMATED REVENUE 
As estimated in As now More or less than 

the Budget estimated in the Budget 

“5 22 £ 
Customs 119,000,000 139,500,000 + 20,500,000 
Excise . * A F 3 118,500,000 136,500,000 + 18,000,000 

Income Tax (including Super Tax) 354,000,000 354,000,000 — 
Excess Profits Duty j 300,000,000 280,000,000 — 20,000,000 
Other Inland Revenue Duties 48,500,000 53,500,000 + 5,000,000 
Total Tax Revenue 940,000,000 963,500,000 + 23,500,000 
Post Office 41,000,000 43,000,000 + 2,000,000 

Crown Lands . Z 650,000 650,000 — 
Receipts from Sundry Loans 9,750,000 11,500,000 + 1,750,000 
Miscellaneous : 209,700,000 150,000,000 — 59,700,000 
Total Revenue . 1,201,100,000 .1,168,650,000 — 32,450,000 

1 Expenditure as shown in Financial Statement 1,434,910,000 
Add allowance for contingencies as in Budget . 16,190,000 


£1,451,100,000 


246 THE SEVENTH WAR BUDGET, 1919 


EstimatEp EXPENDITURE 


As estimated in As now More or less than 
the Budget estimated. in the Budget 
£ £ £ 
National Debt Services 360,000,000 345,000,000  — 15,000,000 
Payments to Local Taxation Ac- 
count 9,763,000 9,763,000 —- 
Land Settlement . 5,000,000 5,000,000 i 
Other Consolidated Fund Ser- 
vices 1,832,000 1,832,000 — 
ee ——EE————Ee ee 
376,595,000 361,595,000 — 15,000,000 
Army 287,000,000 405,000,000  -+118,000,000 
Navy 149,200,000 160,000,000 + 10,800,000 
Air Force 66,500,000 57,500,000  — 9,000,000 
Civil Services (including War 
Pensions) . 505,804,000 602,000,000 + 96,196,000 
Revenue Departments 49,811,000 56,200,000 + 6,389,000 
Allowances for contingencies 16,190,000 — — 16,190,000 
1,074,505,000 1,280,700,000  -+ 206,195,000 
Total Expenditure 1,451,100,000 1,642,295,000 + 191,195,000 


Note 1.—Consolidated Fund Services. 


The Debt charge is decreased by the arrangement made by the United States 
On the other hand, allowance 
(£5,000,000) is made for increased borrowing and higher rates of interest. 


Government to postpone interest on Allied Debt. 


Note 2.—Army Services. 
Originalestimate As revised Increase 
£ £ £ 
Gross. 440,000,000 500,000,000 -+ 60,000,000 
Appropriated in n aid . 153,000,000 95,000,000  — 58,000,000 
Net 287,000,000 405,000,000 + 118,000,000 


On the existing basis of taxation Mr. Chamberlain expected 


to collect during the coming year a revenue of £1,159? millions, 
* an increase, without any alteration of taxation, of £2703 millions 
over the actual receipts of last year’. This estimate was most 
misleading, for it concealed the real facts from the country by 
including as revenue the sum of £200 millions from the realization 
of Vote of Credit assets. These assets were not revenue, and had 
not been purchased out of revenue, but out of borrowed money ; 
the receipts from their sale should have been used for the redemp- 
tion of debt and have been excluded from the revenue statement, 
though it was fair to reckon them against the gross national debt ; 
in fact all the assets which the Chancellor proposed to sell should 
have been reckoned against the debt. In addition to these 
£200 millions Mr. Chamberlain expected £254 millions (from the 
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sale of munitions, motor-cars, clothing, &c., &c.), which would be 
appropriated in aid of the Votes for the Ministries of Munitions 
and Shipping and of the War Office and Admiralty. Even that 
did not exhaust the value of these assets, which was reckoned at 
about £800 millions, though it was ‘ extremely difficult to form 
any good estimate either of the time when these assets can be 
realized or the prices which they will fetch’. Mr. Chamberlain’s 
figures left a deficit of £275 millions for the current year, which 
he preferred to call £300 millions in order to allow for contingencies 
and further demands. 

At this time the Floating Debt was extremely large, being made 
up of £957 millions of Treasury Bills and £455 millions of Ways 
and Means advances. Other short-dated debts included £245 
millions of Exchequer Bonds and £96 millions of foreign debt. 
Mr. Chamberlain thought it necessary to discuss the currency 
note issue and the question of inflation. On 1st April 1918 the 
issue amounted to £228 millions, by the Armistice it had grown 
to £291 millions, at the end of the financial year it stood at £338 
millions, and on 23rd April it had risen to £349 millions. All this 
time the gold reserve had remained stationary at £284 millions, 
and the Bank of England note issue had increased by £23 millions 
during the last thirteen months. Thus the amount of legal 
tender in the country, which was reckoned at about £214 millions 
when war broke out, had risen to £540 millions. While it was 
obvious that this expansion could not be allowed to continue 
indefinitely, Mr. Chamberlain had no simple remedy to offer. 
He denied that there had been anything in the shape of a forced 
currency : ‘currency notes have only been issued in response to 
public demand for currency’. This was perhaps true in a sense ; 
but the result of issuing notes whenever they are demanded is 
to create a continually expanding currency, with, of course, 
continually rising prices. The Chancellor went on to argue that 
the issue could not be fixed without a ‘ most serious effect on the 
prices of securities, on wages, and on the rates charged on Govern- 
ment borrowing’, as well as on the revival of trade and industry. 

A reference to the recent Report of Lord Cunliffe’s Committee 
on Currency and Foreign Exchange led Mr. Chamberlain to pro- 
pound remedies: ‘The first remedial measure is to reduce, 
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expenditure. The second is to meet that expenditure as early 
and as fully as we can out of revenue. The third is, when we are 
obliged to borrow, to borrow from real investors. The fourth is 
to repay Ways and Means advances. The fifth, and last, is to 
fund the immense volume of short-dated Treasury Bills. At the 
moment, as he said, hard economic facts were obscured by a 
fictitious appearance of wealth. In addition to the extra amount 
of legal tender the deposits of the joint-stock banks had more 
than doubled, and behind these additional deposits were ‘ the 
best of all banking assets—short-dated British Government 
securities’. These securities represented ‘ wealth consumed in 
the operations of war’ ; both deposits and Government securities 
were drafts on future labour and the future creation of wealth. 
‘Pending payment they are an immense reservoir of artificial 
purchasing power. Further, we had sold £1,000 millions of our 
foreign investments and had incurred foreign debt to the extent 
of £1,300 millions ; we could not count for much immediate relief 
from the claim on our Allies and our Dominions. 

Then Mr. Chamberlain passed from the actual Budget of the 
current year, which he called ‘ wholly abnormal ’, because expendi- 
ture was swollen by the overlapping of war charges, and revenue 
by sums arising out of the conclusion of the War ; even the follow- 
ing year would be similarly disturbed. So he was driven to ‘ cast 
his mind forward into the future to an imaginary normal year’, 
though his energies would have been better occupied in arresting 
the orgy of public extravagance. He assumed that the Excess 
Profits Duty would have ceased, and that the assets out of Votes 
of Credit would have all been realized. He also left out of account 
sums which might be expected on account of indemnities from the 
enemy ! or from payment of the Allied debts. On this basis he 
reckoned the revenue of this future normal year on the existing 
basis of taxation at £652 millions, made up of £198 millions from 
Customs and Excise, £400 millions from Inland Revenue, and 
£54 millions from other sources. His calculation of expenditure 
was ‘an even more difficult and hazardous task’. He assumed 
that the deficit on the railways and coal mines was made good, 


1 Wisely ignoring Mr. Lloyd George’s election pledge about Germ i 
cost of the War. pte any paying the 
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that all fresh loans to the Allies would have ceased as well as the 
abnormal expenditure connected with the Ministries of Labour, 
Food, and Shipping. For the Army, Navy, and Air Force he put 
down £110 millions, or rather more than a 40 per cent. increase 
on the pre-war cost ; he hoped that it would be possible to reduce 
the numbers both of the Army and the Navy; but pay and the 
cost of material would be higher. The debt charge, including a 
sinking fund of 4 per cent., would be £400 millions; the Civil 
Services would require £190 millions ; Customs, Inland Revenue, 
and Post Office £53 millions; and other services £13 millions. 
This made a total expenditure of £766 millions, and thus left a 
deficit of £114 millions for the normal year which he had imagined. 
The Chancellor asked the Committee to raise this amount, not all 
at once but by taxes which in a full year would bring in that figure. 

At this point Mr. Chamberlain diverged into a very different 
topic, that of the Land Value Duties, which roused so much interest 
in and opposition to Mr. Lloyd George’s ‘ People’s Budget’ of 
1909. Indeed, they had led to the rejection of that Budget by 
the House of Lords, next to the two general elections of 1910, 
and finally to the passing of the Parliament Act, which declared, 
in effect, that the Lords had nothing to do with the taxes except 
to pay them. From the first, as Mr. Chamberlain said, the revenue 
yield of these duties was disappointing. Then, partly owing to 
the original character of the taxes, partly to ‘ the inherent diffi- 
culties of attempting at one and the same moment to carry 
out all over the country a new and unparalleled valuation and 
simultaneously to raise revenue upon it’, and in no small part 
owing to decisions of the Courts, the taxes had become unwork- 
able. ‘ In certain cases duty was declared to be leviable in circum- 
stances in which Parliament never intended it to be exacted ’, 
in other cases the taxes, owing to other decisions, ‘ cannot be 
levied, nor can even a valuation be made upon which any tax 
~ could be levied’. Thus the taxes had either to be amended or 
repealed, and evidently they could not be effectively amended at 
the time ; consequently, he said, Mr. Lloyd George, their author 
(who was away on the Continent), had joined Mr. Chamberlain 
in recommending the Cabinet to refer the duties to a Select 


Committee. 
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One change made by Mr. Chamberlain which proved of doubtful 
wisdom was in the taxation of motor vehicles. A duty of 3d. 
a gallon, imposed on motor spirit by the 1909 Budget, had been 
doubled in the Budget of September 1915. The full rate applied 
only to cars used for private purposes ; ‘ cars used for trade or 
husbandry, hackney cars, cars of doctors or veterinary surgeons 
when used for professional purposes, are all entitled to a rebate 
of half the duty: motor fire-engines and certain other cars are 
entitled to free spirit. Petrol used by stationary engines, motor- 
boats, and aeroplanes, or for cleaning purposes is also free. In 
1913-14 about 47 million gallons paid full duty, over 40 millions 
paid half duty, and nearly 8 millions were delivered free of duty.’ 
No doubt, as Mr. Chamberlain argued, this was a complicated 
tax, because the test of dutiability was not in the nature of the 
article but in the use to which it was to be applied; the rule was 
to collect duty at the full rate and to repay where the user was 
entitled to an abatement ; claims from small owners gave rise to 
‘an immense amount of trouble and an immense consumption of 
time and irritation’. Consequently Mr. Chamberlain thought 
that there was a great deal to be said for taxing the users of motor 
vehicles in some other form. But a satisfactory scheme of licensing 
could only be worked out after conference with the various 
interests affected; he proposed to discuss measures with the 
Minister of Ways and Communications (known later as the 
Minister of Transport). He also proposed to abolish the Excise 
Duty on benzol, which was largely used as a substitute for petrol. 
As a war measure to restrict the use of private motor-cars at the 
time when petrol was short, a motor spirit licence duty had been 
imposed ; the necessity for restriction had now gone, and the 
Petrol Control Department was in process of being dissolved ; 
so Mr. Chamberlain proposed to abolish the licence duty altogether. 


Imperial Preference 


Mr. Chamberlain now came to the most controversial part of 
his Budget, and to what he with filial piety regarded as ‘ its most 
important feature ’—Imperial Preference. He began by saying : 
‘I am not propounding, and cannot propound to-day, a general 
trade policy for this country. For the present my task is only 
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to give effect to the declaration of the Imperial War Cabinet and 
_ the Imperial War Conference two years ago, in which the repre- 
sentatives of the British Government concurred, that as soon as 
_ possible preference on duties now or hereafter existing, should be 
introduced for goods of imperial origin.’ The range of Customs 
Duties was not wide; only three Colonial or British oversea 
products yielded any large revenue—tea, cocoa, and rum—but 
there were other dutiable articles such as coffee, sugar, tobacco, 
and wine, part of which came from the Empire abroad. Mr. 
Chamberlain said that the measure of what he invited the Com- 
mittee to do was ‘ not the amount of British imperial trade which 
secures preference at this moment, but the opportunities for the 
development of that trade’. In deciding on the form of prefer- 
ence Mr. Chamberlain laid down four main considerations : 

(1) That preference should be substantial in amount ; 

(2) The rates should be few and simple ; 

(3) Where there was a corresponding Excise Duty it should be 

proportionately altered ; and 

(4) He would try to avoid increasing duties on products from 

our Allies. 

Existing duties fell into three classes, the first being the duties 
imposed by Mr. McKenna on cinematograph films, clocks and 
watches, motor-cars, and musical instruments in the Finance Act 
(No. 2), 1915. On these duties Mr. Chamberlain proposed to fix 
the preference at one-third, which he called ‘ the general Empire 
rate’. The next class comprised taxes on consumable com- 
modities apart from alcohol, which were ‘in essence revenue 
duties pure and simple’. In many cases these duties were very 
high in relation to the value of the articles, and a preference of 
one-third would be more than the Exchequer could afford or 
would be necessary. Before coming to a decision Mr. Chamber- 
lain appointed a Departmental Committee representing the 
Colonial Office, the India Office, the Board of Trade, and the 
Board of Customs and Excise, and asked them ‘ to get into touch 
with representatives in this country of the producers, the 
importers, and the manufacturers of the articles affected, and to 
ascertain their views as to the probable effect of Preference on 
the trade and industry of the United Kingdom and the British 
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Possessions and on the rate of duty’. After considering the views 
thus obtained, Mr. Chamberlain came to the conclusion that he 
might recommend a preferential rate of one-sixth on the second 
class. On each of the first classes he proposed that ‘ the preference 
should be given by way of the reduction of the existing duties 
and not by way of surcharge on foreign produce’. 

The three chief articles were tea, sugar, tobacco. On tea the 
duty was one shilling and the estimated revenue, without a change 
in the rate of duty, was £16 millions. As nearly 90 per cent. of the 
tea imported was already Empire grown the preference would be 
‘ practically equivalent to the reduction of the duty’, and 
though Mr. Chamberlain reckoned on a largely increased con- 
sumption he allowed for a loss of revenue in a full year of £2,300,000 
and in the current year of £1,800,000.. Sugar was estimated to 
bring in £39 millions, and as only 7 per cent. normally came from 
Empire sources Mr. Chamberlain reckoned that the preference of 
about 4s. per cwt. would mean a loss of half a million. The 
Excise Duty, which already stood at 2s. 4d. per ewt. less than the 
Customs Duty, would be similarly reduced. Tobacco was 
estimated to bring in £47 millions, but as only 2 per cent. of our 
imports came from Empire sources Mr. Chamberlain thought 
that a preference of ls. 4d. per Ib. on unmanufactured tobacco 
(the rate which governed the other duties) would have no appre- 
ciable effect on revenue, though he hoped that it would stimulate 
production in India and the Colonies. ‘In the case of both 
tobacco and sugar it is proposed that the preference on the 
manufactured articles should be based on the amount of the 
British-grown product in the imports.’ 

Other articles in the second class were of smaller importance. 
About two-thirds of our cocoa already came from Empire sources, 
and preference at the rate of 7s. per cwt. would reduce the 
estimated revenue of £2,400,000 by about £200,000. Revenue 
from coffee was small—£650,000—and only about 20 per cent. 
normally came from Empire sources, though Mr. Chamberlain 
thought the amount which could be grown in the Empire ‘ capable 
almost of limitless expansion’. A preference of about 7s. per 
cwt. would mean an immediate loss of about £20,000 ; chicory 
would follow coffee with a proportionate reduction in the Excise 
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Duty. As Mr. Chamberlain proposed to abolished the Customs 
Duty on motor spirit (£2-2 millions) the question of Preference 
did not arise. 

The most difficult points arose over the third class of article— 
beer, wine, and spirits. At that time there was no importation 
of Colonial beer and any arrangement for a preference on beer 
would have been complicated and difficult; so Mr. Chamber- 
lain put it aside, treating the duties on table waters, matches, and 
playing cards in the same way. Wine would bring in £1} million, 
the duty being levied at 1s. 3d. and 3s. per gallon according to 
strength. Only about 7 per cent. came from Empire sources ; 
‘ but the industry is one which is being developed and is capable 
of being developed both in Australia and South Africa; both 
Dominions attach importance to it’. On the other hand, ‘ in 
consideration of the interest of our Allies, notably of France and 
Portugal, and of some neutrals, we are unwilling at such a moment 
as the present to raise the duty on a very important article of 
their export’. Consequently, as a preference of one-sixth would 
be ineffective, he proposed to allow 6d. on the lower rate of 
Is. 3d., and 1s. on the higher rate of 3s. a gallon. Wines imported 
in bottle paid an extra shilling a gallon on still wine and 2s. 6d. 
on sparkling; Mr. Chamberlain proposed a preference of 6d. 
on the first and 9d. on the second. 

Spirits also required special treatment, for the Exchequer 
derived a very large revenue from the Excise Duty on spirits 
manufactured in this country, and it was essential that preference 
should be given in a form which would not appreciably reduce the 
yield. Hence he proposed to make spirits an exception to his rule 
of giving preference by reducing the duty on imported products. 
Spirits were divided into five classes, four (rum, brandy, geneva, 
and other sorts) being subjected to Customs Duty, while the fifth 
(home-made spirits including whisky) were subject to Excise 
Duty. Over 80 per cent. of rum came from Empire sources, but 
imports of other spirits from the Empire were small and seemed 
likely to continue small. A preference of one-sixth would mean 
5s. a gallon, which appeared too high, so Mr. Chamberlain pro- 
posed to give one of 2s. 6d. a gallon, ‘not by a reduction in the duty 
on colonial spirits, but by an increase of the duty on foreign spirits’. 
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Mr. Chamberlain reckoned the effect of his Preference proposals 
as a whole would reduce the revenue by about £2} millions in the 
current year and something over £3 millions in a full year, without 
allowing for any increased imports of Colonial products, the great 
bulk of which would be in respect of tea. So considerable a change 
in our fiscal system could not be introduced immediately like the 
increase or reduction of a tax; Mr. Chamberlain therefore pro- 
posed Ist September as the general date on which Preference 
would take effect. Tea required special treatment, because a 
long postponement might lead to the withholding of stocks; so 
he proposed that the reduced duty on tea should come into force 
on 2nd June. 

Members were no doubt relieved to hear that Mr. Chamberlain 
did not propose to go on with the Luxury Tax, which Mr. Bonar 
Law had suggested a year earlier; it was a fancy tax and out of 
harmony with English ideas. But new revenue had to be raised 
as a make-weight against extravagance. The Chancellor’s first 
proposal for increased taxation was concerned with the Spirit 
Duty. He began by explaining that there had been increasing 
restrictions on the sale of spirits during the War as well as higher 
taxation. Since the War larger sales had been permitted and with 
the revision of the price list the profits of the trade had been 
increased, ‘and they now are in the aggregate more than my 
predecessor estimated, and more than I think reasonable’. So 
Mr. Chamberlain proposed to divert part of these profits into the 
Exchequer by a further increase in Spirit Duty from 30s. to 50s. 
per proof gallon. The new price for a bottle would be 10s. 6d., 
and the additional revenue was estimated at £21,650,000 in a 
full year on the present authorized amount of clearance, with 
£1,800,000 less in the current year. The sale of beer and its 
alcoholic strength had been cut down drastically during the War ; 
indeed, the authorized output im April 1918 was only 33} per cent. 
of the 1916 output. Mr. Bonar Law then found that excessive 
profits and extortionate prices were being charged ; therefore he 
had decided to raise the duty from 25s. to 50s. a barrel. Since the 
Armistice more brewing had been allowed at a higher average 
gravity, and thus the trade was in a position to make still larger 
profits ; so the Government warned the brewers that though 
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they might have the run of those profits until Budget day, they 
must expect an increase of duty then. Now the Government 
was prepared to allow increased supplies of beer and beer of a better 
quality, the total authorized barrelage for the year being 20 mil- 
lions compared with the pre-war barrelage of about 36 millions. 
The average gravity would now be 1,040 degrees in Great Britain, 
as compared with the war limit of 1,032 degrees and the pre-war 
gravity of 1,050 degrees. Ireland had been allowed a gravity of 
1,047 degrees, which would remain the same. Mr. Chamberlain 
proposed to appropriate 20s. a barrel from the profits of the trade 
by raising the duty from 50s. to 70s. It was understood that the 
brewer would recoup himself through the larger output without 
raising his prices to the public. 

On the existing basis of taxation the revenue from beer would 
be £37-8 millions. With the increased output now sanctioned 
and with the higher rate of duty Mr. Chamberlain hoped to get 
an additional £31-2 millions in a full year and £22 millions in the 
current year. If at some later date a further increase of output 
could be allowed, ‘ that would be a fair reason for a still further 
increase in taxation’. In the case of beer made in private houses, 
brewers for sale would remain liable to beer duty, paying a nominal 
registration duty of four shillings, while those who did not brew 
for sale would not pay beer duty, but would be asked ‘to pay 
their contribution to the Exchequer by way of a licence duty’. 

The Excess Profits Duty was in a special sense a war tax, 
and the revenue results had been very satisfactory during the 
War period. Nevertheless it operated ‘with unfairness and 
inequality as between firms with a good pre-war standard of profit 
and firms with a poor standard or no pre-war standard at all’. 
Again, it certainly encouraged wasteful expenditure: * When 
four pounds out of every five pounds would have gone to the 
State if not spent by the owner he was inclined to lavish expendi- 
ture on his business.’ Further, a rate of 80 per cent. acted as 
‘ a great deterrent to enterprise and industry and a great deterrent 
to new development’. Nevertheless war expenditure was con- 
tinuing, and he could not repeal the duty without putting some- 
thing in its place. He had tried to find ‘ some form in which the 
profits of the business might be called upon to make a special 
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contribution to the revenue without the anomalies and the 
objections to which the present tax was subject’. Apparently 
he had been thinking of a tax on sales or turnover; but he had 
not sufficient information or sufficient time to draft any substi- 
tute, so he asked the Committee, as a temporary measure, to 
continue the Excess Profits Duty for another year at the reduced 
rate of 40 per cent. On this basis he expected a yield of £50 
millions ; he explained the small estimate as follows: * I have to 
allow for the right of recoupment which is given by statute under 
certain conditions . . . and for the fact that the high yield of the 
tax, and indeed the initiation of the tax itself, was based upon 
the fact that certain businesses were making extraordinary and 
abnormal profits.’ 

The last alteration in the Death Duties had been in the first 
Budget of 1914, and Mr. Chamberlain agreed that these duties 
were not things to be altered during the War to meet a temporary 
emergency. But the time had come to consider a permanent 
increase of revenue, so he asked the Committee to sanction such 
an alteration in the scale as would yield in a full year a sum of 
£10 millions. No change would be made in estates under £15,000, 
the next class would pay 6 instead of 5 per cent., and estates 
between £20,000 and £100,000 would pay from 7 to 14 per cent. 
instead of from 6 to 9 per cent. An estate of £250,000 would pay 
20 per cent. instead of 12 per cent., and one of half a million 
25 instead of 16 per cent.; the maximum would be reached at 
40 per cent. for estates exceeding two millions. 

Mr. Chamberlain did not attempt to conceal the fact that these 
were onerous rates of duty : * They constitute, taken in conjunc- 
tion with the Income Tax, a further differentiation between 
wealth from continual personal exertion and wealth derived from 
accumulated capital. But they are more than that. They are an 
insurance for the safety of capital. Montesquieu said that taxa- 
tion is that part of his wealth which each citizen gives to obtain 
the secure possession of the remainder.’ If his estimates had 
represented the minimum requirements of the public service the 
quotation from Montesquieu might have consoled the victims of 
this Budget. 

There had been much discussion of the proposal made by 
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the Labour Party, and supported by some Liberals, to pay off 
part of the War Debt by what they called a levy on capital. 
Mr. Bonar Law, when Chancellor of the Exchequer, had alarmed 
Conservatives by a hesitating reply to Mr. Sidney Webb’s deputa- 
tion (14th November 1917) when he said ‘ The conscription of 
wealth is entirely a matter of expediency’. Mr. Chamberlain 
had no hesitation in condemning the proposal without qualifica- 
tion. If people meant a small annual charge, he thought that 
such a charge ‘is as widely distributed and more fairly and con- 
veniently raised in the shape of our Income Tax’: 


‘If, on the other hand, there is meant a large levy on capital, a large 
slice to be taken out of accumulated capital, then I beg the Committee to 
consider what the results might be. It is a bad time to propose such a 
tax when, for the past five years, you have been begging people to save, 
and when you are still obliged to ask them to save and to give you their 
savings. It is a bad time to tax those who have responded to your appeal 
by reducing their expenditure and making economies, and to let those 
go free who disregarded your instructions and who spent their money 
when it was not in the interest of the State, or in ways which were not in 
the interest of the State.’ 


It was natural to point out that Death Duties were a levy on 
capital made once in a lifetime and at a convenient moment, 
because in most cases the tax-payer would be receiving an acces- 
sion of income. Moreover, as we do not all die at the same time, 
the valuation is easy and the payment is possible, because there 
is no general pressure to realize securities, and there is no disturb- 
ance of credit. ‘If a levy was to be made on all the capital of 
the country at one and the same time by the tax-collector all 
these advantages would be lost.’ An efficient and fair valuation 
would be beyond the power of any revenue administration, 
especially at that time when the staff was still depleted by the 
War. Under the Land Values Duties it had been found very 
difficult to carry out a simultaneous valuation of all the land in 
the country; and a capital levy would require a simultaneous 
valuation of personal property as well. 

Another objection was that few people would have money 
enough to pay their obligations under a levy; so that it would 
mean an immense disturbance of credit. ‘Every one would be 

1569,57 s 
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seeking to sell securities, &c., and where all are sellers who would 
be buyers, and who shall measure the loss to the country by the 
depreciation of all securities ?’ If, as was suggested by advocates 
of the levy, the Government were to accept payment in kind, 
i. e. by taking securities and real property instead of cash, all the 
difficulties of valuation would remain. The Government could not 
refuse to accept property of any kind at its own, valuation ‘ and 
we should be left the owners of odd parcels of land and odd parcels 
of shares in every conceivable part of the country and in every 
conceivable undertaking, many of them of very doubtful value 
and very difficult to realize’. Most advocates were careful to 
say that the levy would be made once only; but of course it 
would not lie with them to say whether their action should form 
a precedent. And if, as Mr. Chamberlain argued, the levy might 
be resorted to again ‘ at every moment of difficulty and extrava- 
gance, it would then be the greatest possible discouragement to 
industry and enterprise that the mind of man or Parliament could 
devise. It would be the strongest deterrent to saving and to the 
creation of new capital, and it would be the strongest incentive to 
wasteful expenditure and to the dissipation or withdrawal of 
existing capital.’ After affirming that the great need then and 
for years to come was that we should have more capital, Mr. 
Chamberlain begged the Committee not to lend countenance ‘ to 
so hazardous and so disastrous an experiment ’. 

One or two small changes were made in the Death Duties. 
The existing rate of interest charged in respect of outstanding 
duty was 3 per cent. As this no longer corresponded with market 
rates Mr. Chamberlain raised it to 5 per cent. 

Money incomes increased steadily during the War and for 
some time after it during the post-war inflation; consequently 
the yield of the Income Tax increased at the same time, and to 
a greater extent because more people came above the exemption 
limits. In 1918-19 the Income and Super Taxes between them 
yielded £291 millions; in the current year Mr. Chamberlain 
expected an increase of £63 millions without any further change 
in the rates. This would be partly due to the higher rates of 1918, 
which meant that arrears carried forward were at a higher figure ; 
and the current year ‘would see a full collection under 
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Schedule ‘ A’, whereas, owing to the introduction of the instal- 
ment system, only one-half was collected last year’. A Royal 
Commission on the Income Tax, often promised before the War, 
had now been appointed, but had not time enough to report ; 
so the Chancellor, although admitting that the old anomalies and 
grievances pressed more urgently than before, decided to make 
no change until the Commission reported. 

Finally, Mr. Chamberlain presented his balance sheet. In a 
full year he expected to obtain from the changes in taxation the 
sum of £109 millions, thus nearly meeting the anticipated deficit 
of £114 millions in his ‘ future normal year’. In this calculation 
he took no credit for the normal growth in revenue; but he 
warned the House that social and industrial changes now in 
__ progress, if they restricted the accumulation of wealth by lessening 

_the return on capital, might eat into the yield of the direct taxes, 
especially of the Super Tax and the Death Duties. Again, the 
£50 millions from the continued Excess Profits Duty was avowedly 
temporary. In the current year additional revenue was £41} 
millions, so the final balance sheet for 1920 worked out thus: 


£ 
Expenditure . : : : : . 1,434,910,000 
Revenue 4 5 4 : R . 1,201,100,000 
Deficit to be borrowed . ‘ . ; 233,810,000 


On this basis the gross debt on 31st March 1920 would be 
increased to £7,669 millions. On the other side there were assets 
in the shape of loans to Allies and Dominions and the remainder 
of the contribution of India; on the basis adopted by Mr. Law 
a year ago of reckoning the Allied debt at half its amount these 
assets came to £1,0614 millions : 


£ 
Loans to Allies ; ; : ; 2 834,225,000 
Loans to Dominions Z ‘ : ; 198,890,000 
Indian Contribution a : ; : 30,500,000 


In addition there would be the German indemnities, the War 
stores (£350 millions), and arrears of Excess Profits Duty (£100 
millions). 

In his peroration Mr. Chamberlain urged the necessity for 
severe economy in national and individual expenditure, and 
admitted that he was imposing further large burdens on the 
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community. While realizing that he would not earn popularity 
in discharging that part of his task he was grateful for the oppor- 
tunity of making the first proposal to Parliament ‘for the 
statutory embodiment in our financial system of that policy of 
Imperial Preference’ with which his father’s name was associated. 
He might well congratulate himself on having obtained from a 
Liberal Prime Minister and Liberal colleagues (who had spent 
half their political lives in denouncing Imperial Preference) the 
adoption of this very policy without even a reference to the 
electors. 

In 1904 Mr. Joseph Chamberlain had said, ‘If you are going 
to give a preference to the Colonies you must put a tax on food’. 
The Economist noticed ‘a sharp and rather pathetic contrast 
between the Chamberlain of 1904 and the Chamberlain of 1919. 
The old “ you must’’ has gone, the dogmatic certainty has 
disappeared, and now we have almost meaningless taxes in the 
hope that the principle embodied in them may be perpetuated 
and bear fruit in after years.’! Nevertheless, as the Chancellor 
claimed, the Budget undoubtedly marked a change, portending 
perhaps a revolution, in our fiscal system. The changes might 
not be important in themselves, but Preference might serve as 
the stalking horse of Protection. 

The association of Preference with Protection in the McKenna 
Duties, which were to have been repealed after the War, was 
especially criticized.” 


Discussion on the Seventh War Budget 


As Chairman of the Parliamentary Labour Party, which 
having suffered less at the ‘ Coupon’ election than the Independent 
Liberals now constituted the official Opposition, Mr. Adamson 
opened the discussion on the Budget. Pointing to the estimates 
for Army, Navy, and Civil Services, which ran to the gigantic 
total of £1,000,000,000, he asked whether there were not oppor- 
tunities for reduction in these departments. A number of offices 
which had been created solely for war-time purposes were still in 
existence wasting public money. Was there any reason for borrow- 
ing to meet expenditure now that the War was over? The 


1 3rd May 1919. * Economist, 17th May 1919. 
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Labour Members would protest against the abolition of. the 
Excess Profits Duty, and they would oppose Colonial Preference, 
believing that it was the beginning of tariff walls in this country. 
They had been led to believe that the League of Nations would 
help to break down tariff walls between one nation and another. 
He protested also against indirect taxes, declaring that in the case 
of persons with incomes below £250 a year taxes should only be 
laid ‘ on such articles as may be described as luxuries’, and that 
such persons should be completely exempt from Income Tax. 

Mr. Adamson warned the Government that ‘ Labour will not 
consent to the present excessive burdens both of direct and 
indirect taxation on a small income’, while those who have made 
money out of the War ‘remain in comparatively undisturbed 
possession of their unpatriotic gains’. He thought the Govern- 
ment might develop super-power stations for electric light, heat, 
and power, but his most practical suggestion was that of ‘ an 
Excess Property Tax’ based on the increased value since the 
outbreak of war, of the assets owned by any person, firm, or 
company. Of course the idea of applying such a tax to firms and 
companies was impossible, but there was something to be said for 
taxing individual increases of wealth and especially increases of 
income. 

Few Labour Members of Parliament appeared to have 
examined the Income Tax to see what it was yielding, or what the 
effects of their suggested alterations would be. Mr. Adamson 
asked Mr. Chamberlain to abandon most of his proposals and raise 
part of the money he required * by a system of graduated Income 
Tax beginning after an Income-Tax standard of £250 has been 
exceeded with a small payment of one penny in the pound, and 
going on by well-balanced stages until we reach a very substantial 
Income Tax in the cases of those whose incomes range from 
£50,000 to £100,000 and over’. 

That such a scale of taxation would have raised very little 
revenue should have been evident to anybody who cared to work 
out the possible graduations, starting at one penny paid by a single 
man with an income of £251 a year. But at this time no figures 
were published by the Board of Inland Revenue to show the 
amounts of Income Tax actually paid by persons below the Super- 
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tax level. In July 1919 the first return of this kind was compiled 
for the Royal Commission on Income Tax and published, and 
similar returns have been included as a matter of course in subse- 
quent Inland Revenue Reports. 

A levy on capital was Mr. Adamson’s last suggestion, and 
again he proposed to leave an income of £250 tax-free. 

How largely the proportion taken by direct taxation had 
increased during the War was explained by Sir 8. Roberts, who 
pointed out that, after excluding excess profits, direct taxation 
now accounted for 67:5 per cent. as compared with 54 per cent. 
in 1913-14, This 67 per cent., he said, was paid by a small class 
of about 2 per cent. of the population. Sir J. Walton expressed 
alarm at the growth of the short-dated debt, which he reckoned 
at £1,872 millions, with a further £233 millions to be borrowed 
somehow during the year. One ugly and unconstitutional develop- 
ment during the War was the power obtained by departments or 
even by single officials to control prices and tax British citizens 
without the authority of Parliament. Sir Joseph complained that 
the Coal Controller instructed the collieries to charge consumers 
2s. 6d. more for coal per ton. Of the £25 millions thus realized 
about £20 millions went to the Treasury. Another serious criticism 
referred to the loss on working the railways under Government 
control; Sir Joseph could find no mention of it in the Budget 
and reckoned the sum at £100 millions. Eventually after much 
controversy Sir Eric Geddes, as Minister of Transport, settled the 
companies’ claims with a lump sum of £60 millions. 

Various resolutions were then passed and the discussion was 
adjourned to the following day, when the Chairman of the Indepen- 
dent Liberals, Sir Donald Maclean,1 subjected the Budget to some 
rather mild criticism. He hoped that the war budgets and war 
taxation would bring home to the country ‘the salutary fact that 
the State is not a super-entity which finds the money, but that it is 
the tax-payer who finds the money for all the projects which the - 
State undertakes’. Turning to Mr. Chamberlain’s drastic criti- 
cism of the suggested levy on capital, Sir Donald declined to 
dismiss the idea ‘ with mere denunciation’. One thing, he said, 


1 Mr. Asquith, Sir John Simon, Mr. McKenna, and Mr. Runciman had all lost their 
seats at the " Hang the Kaiser ’ or ‘ Coupon’ Election. 
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was clear—war profits ought to be taxed—and there would be 
grave public dissatisfaction if some method were not found of 
getting back into the public treasury the vast fortunes which had 
been made during the War. A reference to Mr. Joseph Chamber- 
lain’s famous declaration, ‘ If you want to give a preference to the 
Colonies you must put a tax on food’, brought the Chancellor 
to his feet with the statement: ‘I have never repented of my 
support of a tax on food in pre-war times . . . but it is no proposal 
of the present Government to place new duties on food.’ What 
would be the effect of the tea preference, Sir Donald asked, on our 
relations with China, where we enjoyed the most favoured nation 
clause ? On behalf of the Independent Liberals he announced that 
the Party would have to fight Imperial Preference. 

No one had been a keener tariff reformer from the beginning 
than Colonel Amery, now Under-Secretary for the Colonies, who 
argued that the new proposals were only the policy brought 
forward at Imperial Conferences ever since 1895. That policy, 
he added, was endorsed at the Imperial Conference in 1917 
‘not only by the Governments of all the Dominions, but by a 
British Government containing members of the Liberal Party’, 
as well as a Liberal Prime Minister and the Leader of the Labour 
Party. Colonel Amery’s fiscal opinions were approved by the 
next two speakers, Mr. Terrell and Mr. Horatio Bottomley, though 
the latter would have followed the colonial plan of raising the 
duty on foreign produce. 

Sir T. P. Whittaker dwelt on the importance of maintaining 
the national income as a condition of maintaining the revenue. 
Although he had been against the Land Value Duties from the 
beginning, he wanted a valuation and a tax on unearned increment. 
He thought the increase in the Death Duties would lead to a 
transfer of property inter vivos, and he would earmark their yield 
for debt reduction. The Treasury ought to reimpose its control 
on other departments and stop borrowing for current expenditure. 
Much had been said about profiteering, but in fact the wage- 
earners had gained most by the recent changes, the wages bill 
having risen by between £800 and £1,000 millions; while the 
larger salaries, e. g. those of judges, &c., had been cut down by 
income and super tax from £4,700 net to £3,212 net. The wage- 
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earners, he declared, were hardly paying any taxes except on 
drink and tobacco, and the taxation paid by the working classes 
was ‘more than counter-balanced by the subsidy on bread ’. 
As Sir Thomas said, ‘ one result of the War has been a great 
redistribution of wealth . . . the holders of invested capital have 
suffered very heavily indeed, while the working people have 
gained enormously ’. Here we may interject that the speaker 
must have been thinking of paper wages not of real wages. Allow- 
ing for the rise in prices the working classes had not gained 
‘enormously ’, and they were paying heavily on sugar and tea. 

Special interest attaches to Mr. S. Arnold’s acute criticisms 
of the War Budgets, partly because he was the ablest exponent 
in Parliament of financial theories associated with the Labour 
Party (which he joined before the next General Election) and 
especially of the levy on capital. His first objection to this Budget 
was that Mr. Chamberlain did not propose taxation enough to 
meet the normal peace expenditure, which he reckoned at £900 
millions a year made up thus : 


5 
Civil Services, &c. . é‘ , ‘ 2 . 270,000,000 
Army, Navy, and Air Force - f E . 150,000,000 
Interest on National Debt 3 ; : . 400,000,000 
Other expenditure . . : ‘ 2 BK 80,000,000 
900,000,000 


Since the Chancellor’s estimate was only £766 millions there 
appeared to be a deficiency of £134 millions a year. Mr. Arnold 
had eliminated such temporary though large items as the railway 
subsidy of £60 millions (it was really a deferred payment rather 
than a subsidy) and the bread subsidy of £50 millions. Since 
nearly £2,000 millions of the debt were represented by advances 
to the Allies and Dominions Mr. Arnold did not reckon any sum 
for sinking fund, proposing that any payments on account of these 
advances should go direct to a sinking fund whether it was in fact 
payment of interest, such as the Dominions were making, or on 
capital account. But he reckoned the total debt at £8,000 
millions (indeed, it exceeded this figure for some time) even after 
allowing for the vote of credit assets which might have been set 
against it; and he reckoned the interest at 5 per cent. on the 
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whole sum. Here he was wrong; for a good deal had been 
borrowed at a lower rate of interest and a considerable amount 
of short debt was sure to be converted very soon into stock paying 
a lower rate. Mr. Arnold looked forward also to large expenditure 
_ on social reform, e. g. on housing, grants-in-aid of rates, higher 
old-age pensions, and the Ministry of Transport, not to mention 
probable increases on education. 

To raise an extra £134 millions would require, Mr. Arnold 
thought, an Income Tax of eight shillings in the pound with nearly 
£50 millions more from other taxes; yet he contended that the 
Tea and Sugar Duties were already too high. This led to a restate- 
ment of his proposals (made a year before) for a levy on capital to 
raise £6,000 millions and thereby cancel three-quarters of the 
National Debt, reducing the interest charge by £300 millions a year 
—to which he added a saving of £45 millions on sinking fund 
account. After this had been done, he said, the rate of Income 
Tax could be reduced from eight shillings in the pound to less than 
three shillings in the pound. Mr. Arnold quoted, in support of 
this plan, the reply made in 1917 to Mr. Sidney Webb’s Trade 
Union deputation by Mr. Bonar Law when Chancellor of the 
Exchequer. Mr. Law had said : 


* The question of whether or not there should be conscription of wealth, 
then, is entirely a matter of expediency, and I think it is a matter which 
concerns mainly, not the working classes, but the people who have money, 
... Perhaps I have not thought enough about this to justify me in saying 
it ; but my own feeling is that it would be better, both for the wealthy 
classes and for the country, to have this levy on capital and reduce the 
burden of the National Debt.’ 


Mr. Arnold contended that a high Income Tax discouraged saving 
more than a capital levy. Generally speaking, there was a relative 
proportion between a man’s capital and his income; but where 
you found a man with a large income and a small capital you could 
make him pay a special Income Tax. A further argument (and 
a strong one) for immediate and drastic action was that much of 
the National Debt had been incurred when prices were inflated 
and the rate of interest high. In the future, when prices had 
fallen, the money paid to War Debt holders would come to have 
a much greater purchasing power, and the burden of interest 
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payments would become heavier. Hence the Income Tax would 
have to be raised, ‘ and raised as time goes on considerably above 
8s. in the pound’. This particular prophecy, fortunately for the 
tax-payer, proved to be mistaken; for by May 1923, the Income 
Tax, instead of being raised above 8s., had been lowered to 
4s. 6d. in the pound. 

Coming next to the objection that there was no guarantee 
that the Income Tax, after the levy had been made, would remain 
at the lower level of 3s. in the pound, Mr. Arnold replied that, 
since the major portion of the Income Tax was required to pay 
interest on war debt, a high Income Tax would no longer be needed 
after the debt had been reduced by the levy. But he added, * i; 
after the levy, the Income Tax is raised somewhat, it would in 
the main only be for the purpose of social reform’. 

Mr. Marriott devoted most of his speech to answering 
Mr. Arnold, though he began by welcoming Mr. Chamberlain’s 
establishment of Imperial Preference. Mr. Arnold’s case for 
a levy on capital, he said, rested on four assumptions: (1) that 
the levy would not exceed 25 per cent., (2) that it would never be 
repeated, (3) that you will be able to reduce the Income Tax to 
3s., and (4) that the reduction will be permanent. But neither 
Mr. Arnold nor any one else could make this quadruple bargain 
with the tax-payer, and he thought it certain that if the levy were 
successful it would be repeated again and again on a more 
ambitious scale. Then he quoted Mr, J. A. Hobson, who had 
written in the Manchester Guardian, ‘I have been accused of 
advocating a capital levy as an alternative to a high Income Tax. 
I want them both’. A levy would discourage saving and the 
provision of capital, and it would react on revenue by diminishing 
the yield of Income Tax and Death Duties. Mr. Marriott also laid 
stress on the great difficulty of valuing the whole wealth of the 
country. It was hard enough to value the land alone. Moreover, 
‘the moment you proceed to lay your finger on this wealth a 
great deal of it will automatically evaporate in your hands’. 

Mr. Arnold had suggested that payment might be made in 
War Bonds or War Loans: ‘If you are really relying on this 
particular method of getting it, then it is nothing less than the 
repudiation of your debt, naked and unashamed repudiation.’ 
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On behalf of the Labour Party Mr. A. Short, supporting the 
Capital Levy, said, ‘ We are satisfied that the War itself has led 
to a vast increase in the private fortunes of individuals’. Though 
he called this ‘ a rich man’s Budget’, Mr. Short denied that the 
Labour Party wanted to exempt working men from taxation : 
We stand for a direct tax upon income, with due regard to 
ability to pay and to the standard of life at the moment’, but 
a little later on he complained that ‘ the imposition of Income Tax 
upon incomes of £130, coupled with the heavy incidence of 
indirect taxation upon tea, sugar, and the necessaries of the 
working-class home, is too great’. 

Speaking for the Irish tax-payer, Mr. Devlin, Nationalist 
Member for Belfast, complained of the increase in the Beer and 
Whisky Duties. Mr. Devlin contrasted the reluctance of the 
House of Commons to vote £25 millions for Old Age Pensions 
with its readiness in voting seven or eight millions a day for the 
War. Ireland did not desire or need the 40,000 soldiers of the 
Army of Occupation. Answering Mr. Devlin, Colonel Gretton, 
on behalf of English brewers, pointed out that much of the beer 
and stout produced in Ireland was sent to England, so that the 
English drinker paid the tax. He did not complain so much of the 
taxation as of the restrictions on gravity and quality which pressed 
so hardly upon British beers and stout. Taxation of beer had been 
raised by 800 per cent. and that of spirits by 238 per cent. only, 
therefore ‘ the relative taxation amounts to a subsidy on spirit 
drinking ’. 

After some further discussion on income tax and entertain- 
ment tax Colonel Meysey Thompson begged the Chancellor not 
to persist in raising the Death Duties, which were already too 
high and were driving the landowner and those dependent on 
him into the towns. 

When the adjourned discussion was resumed on 7th May, 
Mr. T. Shaw, a Lancashire Labour M.P., proposed to omit 
Imperial Preference from the Tea Duty, arguing that, as 87 per 
cent of our tea already came from the Empire, no encouragement 
was needed. But China would be injured and might retaliate on 
Lancashire ; in 1913 the value of the cotton goods we exported to 
China was fifteen times that of the tea which we bought from 
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China. India had actually put on a protective tariff against 
Lancashire during the War at a time when Mr. Chamberlain, 
now the champion of Imperial Preference, was Secretary for 
India! The new policy might lead to a tariff war with China. 
Seconding the amendment Mr. Short predicted that Preference 
would interfere with international trade, aggravate ill-feeling 
between nations, and provoke foreign countries to retaliate. 
Mr. Chamberlain replied that the policy of Imperial Preference 
had been accepted by the Coalition Government of Mr. Lloyd 
George in 1917, when Mr. Arthur Henderson, who represented the 
Labour Party in the War Cabinet, concurred in the resolution. 
‘We initiate no new duties in order to create Preference, but 
where, for our own purposes, we find it necessary or in our interests 
to impose a customs duty, then there shall be a preference to the 
British Dominions.’ China tea, he continued, was a speciality ; 
the reduction of twopence would increase the consumption of tea 
and thus help to make up loss of revenue. It was no concern of 
China, he added, or any other country, what fiscal arrangements 
were made within the British Empire. 

Captain W. Benn objected that China might denounce the 
‘most favoured nation’ arrangement with Great Britain, but 
Mr. Chamberlain thought there was no fear of such a thing. The 
United States had given a preference to Cuba. When Captain 
Benn contended that England was a world market for tea and that 
about five-sixths of the China tea imported was redistributed to 
other countries, Mr. Chamberlain intervened to say that the 
entrepot trade was carried on in bond and therefore unaffected by 
the Customs. Captain Benn retorted that ‘ the greater part of the 
trade is not carried on in bond’. The amendment was defeated 
by 262 votes to 63. 

On another proposal to reduce the Tea Duty Mr. Chamberlain 
gave figures to show that rather more than three-quarters of the 
revenue under his Budget came from direct taxation; ‘ sumptuary 
taxes—i.e. alcohol, tobacco, and entertainments—contribute 
17-91 per cent., and the total contribution to tax revenue of all 
other indirect taxes is 7-01 per cent.’ But in this calculation the 
Excess Profits Duty was treated as a direct tax, whereas in fact 
it was a kind of marginal tax borne sometimes by the producer 
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or merchant, sometimes by the consumer, at other times shared. 
Mr. Adamson maintained that tea was not a luxury, and (answer- 
ing Sir T. P. Whittaker’s speech) went on to argue that, though 
wages had nearly doubled since 1914, ‘ the cost of living had more 
than doubled’, quoting the Board of Trade figures for wholesale 
prices. Mr. Arnold intervened to say that the Labour Gazette 
figures put the increase in the cost of living at 110 per cent., or 
103 per cent. if you left out taxation. 

A lively discussion arose on Captain W. Benn’s amendment 
to strike out the ‘ McKenna’ duties on motor-cars, watches, &c. 
These duties, he said, were imposed in 1915 partly as what were 
called “sumptuary duties’ for the purpose of preventing the 
unnecessary consumption of luxuries, and partly to save shipping, 
which at that time was beginning to suffer seriously on account 
of the German submarines. He begged tariff reformers to ask 
themselves whether ‘ these fortuitous accidental duties’ formed 
a scientific basis for a tariff. Moreover, pledges were given at the 
time that the duties would not be continued after the War. 
Mr. Bonar Law then said, ‘ Duties of this kind would never be 
continued under any circumstances when the War was over’. 
Some Colonies, e. g. New Zealand, would gain nothing from such 
duties ; real Colonial Preference, as Mr. Chamberlain and Lord 
Chaplin had said, was impossible without food taxes. We were 
the first country to defy Point Three of President Wilson’s aims 
by creating economic barriers, and we were attacking the French 
wine trade and the American tobacco trade. In seconding the 
motion Mr. France quoted Mr. McKenna’s pledges when Chan- 
cellor and begged Mr. Chamberlain not to take advantage of these 
temporary duties. When amendments were proposed in 1915 to 
exclude imports from the Colonies and from our Allies, they were 
resisted by Mr. McKenna and Mr. Montagu on the ground that 
we ought not to encourage the Colonies in hopes of Preference by 
means of these temporary duties. 

When Mr. Chamberlain refused to modify the duties, Sir D. 
Maclean wanted to know whether they were intended to be sump- 
tuary or protective, expressing his readiness to vote for sumptuary 
duties in the serious financial condition at the moment. The 
Chancellor of the Exchequer replied that ‘ the principle adopted 
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by the Imperial Conference (1917) and adopted by H.M. Govern- 
ment, is that where there is a duty there is to be a preference, but 
each self-governing member of H.M. Dominions is autonomous in 
its own sphere, and is not to be called upon to put on duties for 
any purpose but its own, or to take them off for any purpose but 
its own’. A little later, however, he agreed that the taxes were 
sumptuary. A new turn was given to the discussion by Mr. Big- 
land, who held that Mr. McKenna’s pledges were obsolete because 
at the General Election of 1918 Mr. Lloyd George and Mr. Bonar 
Law had put Imperial Preference into their joint programme. 
But Mr. Lyle-Samuel argued that the joint letter * laid it down that 
Imperial Preference would be limited to such a form as should not 
include taxes on food or raw materials’. Eventually on a division 
Captain Benn’s amendment was rejected by 275 votes to 87— 
several Coalition Liberals voting against the Government. 

When the Spirit Duty came up Mr. T. P. O’Connor observed 
that the Chancellor could now increase the Spirit Duties with 
impunity, because the Irish Members only numbered seven as 
compared with the seventy-three who had once deterred Sir M. 
Hicks Beach from raising the Whisky Duty. Mr. Devlin again 
complained of the over-taxation of Ireland; Mr. Bigland tried 
to drag in the preference or rebate given to tobacco growers in 
Ireland, but was called to order by the Speaker. The Spirit 
Duties, together with the Beer Duties and the new scale of 
Estate Duties, were then passed without a division. 

On 9th May the Committee discussed the Income-tax Resolu- 
tion, which raised the standard rate from 5s. to 6s. in the pound. 
Mr. Hogge’s amendment to levy the tax only on incomes above 
£250 a year was ruled out by the Speaker on the rather surprising 
ground that it would impose an extra and increased charge on the 
subject—presumably on people with large incomes. Neverthe- 
less, Mr. Arnold contrived to discuss the proposal on the main 
question, pointing out that on the cost-of-living basis ‘£250 a 
year now represents only about £125 a year in pre-war values ’. 
The amount of revenue from tax-payers with less than £250 
a year was not worth having, he asserted, and quoted a startling 
statement by Mr. Lloyd George, when Chancellor of the Exchequer 
in 1915, to the effect that collection of income tax from ‘ small 
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shopkeepers and men who do odd jobs of all kinds, will cost the 
Exchequer 70 per cent. of what it actually gets, which is the 
conclusion of the Inland Revenue ’.1 

Mr. Arnold argued further that it would only be necessary 
‘to increase the tax on the bigger incomes by a copper or two, 
and to make some changes in the Super Tax scale’. Mr. Clynes 
said that the working classes had accepted the lowered limit of 
exemption as a war measure, but now looked for an escape from 
some of their burdens. He admitted that ‘ a comparatively small 
proportion of workers had had their wages materially increased ’, 
but he was not appealing for them. Mr. Chamberlain replied, 
‘A War tax of necessity lasts after the War is ended, because the 
War purposes which it was imposed to meet last after the War 
ends’. To raise the limit of total exemption to £250 a year, 
with the consequent revision of rebatements and reliefs above 
£250, would cost from sixteen to twenty millions. Mr. Chamber- 
lain asked how Mr. Arnold and Mr. Clynes would obtain revenue 
from the wage-earning classes if they were to pay neither income | 
tax nor indirect taxation. He pointed out that the decline in 
the purchasing power of money applied to the big incomes as well 
as the small incomes. Moreover, in comparing pre-war with 
post-war income tax it was necessary to include allowances. 
Before January 1914 no allowances were made except that of 
the tax on £10 for a child; in 1919 there were allowances of £25 
for each child or disabled relative, and £25 for a wife or house- 
keeper relative. Then, again, workmen might claim allowances 
for life insurance, for trade union contribution for superannuation 
or death benefits, and for cost of tools and special clothing. 
Mr. Clynes wanted to free a man earning 60s. a week as the post- 
war equivalent of 33s. A married man with no children earning 
£3 a week would pay one penny a week for income tax, and a 
married man with three children, earning £4 10s. Od. a week, 
would only pay twopence a week. 

The small professional man has hardly any representative in 
Parliament, but Sir E. Carson put in a plea for the clergy and 
other black-coated workers with small incomes; he mentioned 


1 A similar statement was made by a witness on behalf of the South Wales miners 
before the Royal Commission on Income Tax. See p. 283. 
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also the hard case of retired persons with pensions of from £300 
to £600 a year, who were suffering from the depreciation of the 
pound as well as from the increased Income Tax. Sir Godfrey 
Collins pointed out that in the very last session * this House was 
informed that the cost of maintaining a soldier in good bodily 
health, making an average addition for separation allowance 
for his wife and children, amounted to £120 a year’. If the limit 
was raised to £250 a year, ‘ we should at one stroke divorce some 
one million people from direct taxation; and a bachelor, if he 
neither smoked nor drank, drawing £240 a year, would pay an 
infinitesimal sum into the coffers of the State’. Heavy taxation, 
he went on, was a necessary corollary of the War; ‘ our income 
tax is really the sheet anchor of our finances . . . the rate has been 
raised some 400 per cent. during the War; it showed great 
elasticity and provided a bountiful revenue.’ During the War 
Great Britain, alone among the European belligerents, was not 
forced to discard her pre-war methods; ‘ We have raised these 
large sums of money because, speaking broadly, our taxation was 
fair between class and class, and the Government of the day did 
not hesitate to raise, and raise heavily, direct taxation on large 
incomes and on those who were able to bear it.” But now it was 
doubtful whether the yield of the tax could be maintained, 
because prices were likely to fall and the tax would be assessed 
on bad instead of on good years. His view was that the Govern- 
ment ought forthwith to reduce expenditure. After further 
discussion the resolution was agreed to, and the Finance Bill was 
read the first time. 

In opening the discussion on the Second Reading on 20th May, 
Sir Donald Maclean submitted that before granting the Govern- 
ment fresh powers of taxation the House ought to be satisfied 
that the Chancellor and the Treasury had exercised the power 
which they possessed before the War of checking and controlling 
the expenditure of the departments. Some departments, which 
had suffered no special pressure during the War, had greatly 
increased their own expenditure ; thus the Home Office had risen 
from £255,000 to £352,000, and the Friendly Societies Registry 
had almost doubled its cost. He quoted some remarkable 
evidence given at the Slough Motor Depot Inquiry by Sir Ben- 
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jamin Johnson, who had said, in effect, that Treasury control 
in the real sense was non-existent. Although Mr. Chamberlain 
intervened to say that Members would not support the Treasury 
in the exercise of its pre-war powers, Sir Donald insisted that the 
country demanded the re-establishment of Treasury control. 

After quoting Mr. Gladstone’s opinion that excessive public 
expenditure was ‘a great political and, above all, a great moral 
evil’, he contended that Mr. Chamberlain’s taxes would leave 
‘a very large deficit next year’. The Chancellor ‘ ought to say 
that the next year’s Budget shall be a £1,000 million Budget and 
no more’. If a national crisis arose he could bring in another 
Budget. Although Sir Donald agreed with the reduction of the 
Excess Profits Duty, he argued that the revenue should be made 
good * by increasing the Income Tax ’. 

Turning to the alternative put forward by the Labour Party 
and by some Independent Liberals of a levy on capital, Sir Donald 
said: ‘ It is a concrete proposal, and the only one so far as I know 
which has been put forward for dealing effectively with a great 
danger which threatens us. . .. This question is not one of principle 
at all, it is a question of expediency and practicability.’ 

General Page Croft, who supported Sir Donald’s demand for 
the re-establishment of ‘Treasury control, declared: ‘The 
financial stress of this country is very great, and this House is 
encouraging the nation to think that we can go on with our wild 
expenditure for the period of the War.’ The departments were 
employing ‘ almost twice as great staffs as are necessary’. He 
complained that the Death Duties had become ‘ confiscatory ’, 
and were really anticipating the tax revenue of future years. 

On behalf of the Independent Liberals, Mr. F. D. Acland moved 
an amendment as follows : 

‘ This House declines to give a Second Reading to a Bill which makes 
inadequate provision out of revenue for the expenditure of the country, 
which fails to deal with the War Debt by means of a capital levy, which 
reduces the taxes payable by the recipients of business profits without 
lessening the burdens borne by those whose labour contributes to the 
creation of the profits, and initiates a system of preferential and pro- 
tective tariffs.’ 


He could not agree with the Government’s view that the Budget 
1569.57 T 
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was raising six-sevenths of the year’s expenditure, since it was 
not right to treat as revenue the amounts ‘ gained from salvage of 
war stores and things of that kind ’, which ought to have gone to 
the redemption of debt. He was ‘ almost horrified ’ to hear that 
the Chancellor had advanced to our Allies, since the estimates 
were framed, a sum of £58 millions. Such advances must give 
the Allies a misleading idea of our financial ~position. ‘The 
Exchequer is still practically bound to the chariot wheels of 
military, naval, and air expenditure ;’ the great spending depart- 
ments ought to get their money out of tax revenue alone, not out 
of borrowed money. 

Proceeding to the second item of his amendment—the Capital 
Levy—Mr. Acland said that ‘some of us who have studied it 
rather carefully are convinced that it is a fair and practicable 
proposal’; it was not robbery any more than ‘the enormous 
abstractions from annual earnings’ under the Income Tax, or 
‘the enormous levies on capital at the time of death which are 
now made and which will be bigger when the Finance Bill is 
passed’. It was not a new proposal, for Ricardo had suggested 
a general sacrifice of property in order to extinguish the debt of 
the Napoleonic wars. Mr. Acland argued that the average tax- 
payer, if he held the average amount of war loan, would be in 
just the same position after the levy as before it. It was advisable, 
he said, to pay off the debt while the purchasing power of money 
was low; and he maintained that a 6s. income tax was really 
worse for the wealthy classes than a levy. 

In an exhaustive reply Mr. Chamberlain assured his critic 
that Treasury control had been restored as completely as the time 
which had elapsed since the Armistice permitted. Treasury 
control had been impaired long before the War; indeed, Sir 
William Harcourt was ‘ the last great Chancellor of the Exchequer 
who carried out in their full measure the old traditions of Glad- 
stonian control’. He agreed that Treasury control had been 
‘ unwisely relaxed’ ; for the House of Commons was not a good 
body for checking expenditure. | 

If money from the sale of war stores was not to be used as 
revenue, he would need a further £450 millions, and how could 
that be raised? Abnormal expenditure must be met out of 
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abnormal revenue. Next year would still be abnormal; but he 
hoped that the Allies would begin to shoulder the burden of 
their debts to us and that the enemy States would make some 
contribution to our losses. Mr. Asquith, who was not at this 
time an M.P., had recently spoken at Newcastle attacking 
Mr. Chamberlain’s preferential proposals, and Mr. Acland had 
quoted the chief points. In reply Mr. Chamberlain defended 
Preference unreservedly, including his instructions to the New 
Issues Committee to give preference where the capital was to be 
expended in the Empire, and his order to the departments that 
they should, if possible, give a preference in contracts to 
Dominions, Colonies, and Protectorates. The McKenna Duties, 
he said, were being retained for their original purposes, i. e. both 
to check purchase of unnecessary articles, especially from the 
United States, and to bring in revenue. But, he went on, ‘ neither 
in respect of these duties nor as to any others is the fact of there 
being a preference on them a guarantee by the Government that 
the duties will be maintained at their present rate or that they will 
be maintained at all’. 

He refused the suggested inquiry into a capital levy because 
the Treasury had a difficult enough task already, and ‘ it would 
be rendered infinitely more difficult if you started inquiries which 
would cause insecurity and fear’. His own views were unchanged ; 
‘they were not formed without consideration, and the more I 
study it, the more I listen to speeches which are made in support 
of it, the more difficult does the proposition appear to me to 
become.’ He thought that a capital levy would be resented as 
unjust by the section whose property would be confiscated, and 
there might even be resistance to the law. He did not mean 
‘violent, open resistance’; but there would be ill-will. ‘It is 
one of the first canons of taxation, that as far as may be you 
should do everything you can to carry the goodwill of the tax: 
payer with you; it works for a smooth, efficient, and accurate 
collection of taxes. A levy has not really been tried anywhere 
else. When a Member interjected, ‘It was done in Germany 
before the War’, Mr. Chamberlain replied : ‘ The tax was a tax 
spread over five years: it was graduated according to the wealth 
of the possessor. I speak from memory; but at the highest, 
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point of this scale (and that applied only to the last slice of the 
wealth of the wealthiest man) it amounted to 1} per cent. off 
his capital, and payment of it was spread over five years, It did 
not get as much money as our income tax. It got under £50 
millions in five years.’ 

As Chairman of the Labour Party Mr. Clynes mentioned that 
some Labour Members had a similar amendment on the paper ; 
he argued that the questions Mr. Chamberlain had put proved the 
need for an inquiry, and added, ‘ The levy on capital is not rejected 
on moral grounds even by the Leader of the House; the main 
objections seem to be on the grounds of expediency.’ If the 
goodwill of the tax-payer was necessary, account should be taken 
of the miners and their objection to pay Income Tax. The War 
was over but not the war expenditure ; ‘ if we are to judge by the 
expenditure itself, one may say the War is still going on... . we 
are still paying immense sums for the Army and Navy. Again, 
the Government had failed to start the reconstruction work 
which would have saved part of the million a week which was being 
paid to people who were out of work. 

Mr. Clynes did not agree with the reduction of the Excess 
Profits Duty, and complained that an extra £31 millions was being 
taken from the sale of beer and spirits; workmen resented the 
shortage of beer supplies and the early closing of public houses. 
Turning to Preference, Mr. Clynes said that ‘ neither friendship 
nor finance is in any way improved by a fiscal device of this 
character’, to which he had just applied the term ‘ mercenary 
purchase’. The workers were disappointed with the Budget 
because it had done nothing to cheapen their food, to raise the 
point of total exemption from Income Tax, or to liberate ‘ their 
humble enjoyments ’. 

Major Tryon spoke enthusiastically for Imperial Preference 
and denied that it tended towards Protection; ‘as a matter of 
fact the whole movement is towards freer trade within the 
Empire. The world was not moving towards Free Trade, and 
he predicted that in the case of Ireland and India ‘ the grant of 
self-government in fiscal matters would be followed at once by 
the abandonment of Free Trade and the adoption of tariffs’. 
Sir Alfred Mond, now First Commissioner of Works and formerly 
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an uncompromising Free Trader, complained that he was charged 
with changing his faith because there was ‘ a movement for freer 
trade between us and the different parts of the Empire’. He 
_ did not admit Major Tyron’s statement that ‘ a few years ago all 
Liberal Free Traders would have opposed Imperial Preference; . . . 
we were fighting a proposal to impose duties on the importation 
of food-stuffs’. He quoted the Paris Resolutions; and when 
Sir D. Maclean observed, ‘ Those Resolutions were governed by 
the Preamble’, Sir Alfred replied, ‘I know, and we were going to 
depart from every fiscal principle that we had hitherto advocated.’ 
To refuse the request of the Dominion Premiers that on existing 
duties ‘ we should treat them better than any one else, would be 
one of the gravest and greatest blunders that this House could 
make. ... We are able to do something to benefit all the Dominions, 
and to reject the proposal on purely theoretical, and unsound 
theoretical, grounds would be a greater disaster. He added, 
* It is a not a question of business, it is a question of sentiment.’ 
After losing office, however, some years later Sir Alfred Mond 
returned to Free Trade and was re-elected Treasurer of the Free 
Trade Union. | 

Mr. Doyle, as a convinced Tariff Reformer, welcomed the 
preferential proposals and quoted a resolution passed at the 
Trade Union Congress in 1916 which approved the exclusion of 
foreign goods made by sweated labour ; in fact Trade Unionism 
was a kind of Protection. Mr. Doyle feared unemployment on 
a seale hitherto unknown, but he also looked forward to ‘ a self- 
contained Empire’. Mr. W. Graham contested Sir T. Whittaker’s 
statement that wage-earners generally had improved their 
position during the War, quoting the Committee on the Cost of 
Living, who made the increased cost of necessaries 80 per cent. 
and that of other items 100 to 120 per cent. ; hence he doubted if 
wage-earners really had bettered their position. 

Captain Pretyman argued that in comparing present and past 
war debts an allowance should be made for currency depreciation, 
therefore the real debt was only £4,000 millions. Also, if Labour 
M.P.s were right in saying that £250 now was only equivalent to 
£130 before the War, it followed that an income of £2,000 only 
‘equalled a pre-war income of £1,000, yet the £2,000 was taxed at 
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6s. in the pound. Captain Pretyman’s alternative to the Capital 
Levy, like Mr. Simms’s, was ‘ increasing production and _pros- 
perity ’, rather than shifting the burden about, ‘ each class trying 
to put it on the other’. Taxation was now so high that people 
were refusing to invest and were spending their money on jewellery 
and objects of art. 

After Sir E. Wild had denounced the Capital. Levy, Mr. Holmes 
gave it his support for three reasons: (1) Because the War Debt 
was borrowed when prices were high, (2) because we should save 
£200 or £300 millions in interest, and (3) because it would stop 
extravagance. The Liberal amendment to the Budget was then 
rejected (20th May) by 317 votes to 72. 

Opening the resumed debate on 21st May, Mr. Hogge twitted 
the ex-Liberal Free Traders who had joined Mr. Lloyd George’s 
Government with voting for Preference, and asked the Chancellor 
to explain his * larger policy ’, whereupon Mr. Chamberlain referred 
to his speech of the previous day. Mr. Hogge then quoted a speech 
of Mr. Winston Churchill’s denouncing Colonial Preference and 
referred to a Preference motion in 1909, when Sir A. Mond and 
Mr. Chamberlain voted in opposite lobbies. Turning to the 
Capital Levy Mr. Hogge declared that the Liberal Opposition 
meant business by its amendment—‘ we believe in a capital levy’ 
—and that returning soldiers wanted Parliament to apply the 
principle of ‘ equality of sacrifice’; hence those who had made 
war profits should give them up. He wanted to know whether 
Mr. Bonar Law still had an * open mind’ on the levy. Sir Edward 
Carson and Lord Hugh Cecil then made strong attacks on the 
suggested levy. 

Sir Edward Carson, who was being twitted with making an 
enormous income at the Bar, said he had intended to retire, 
but he was now keeping on ‘ because I know that one-half of 
what I am earning is going to help these people ’, i. e. the returning 
soldiers. If the Capital Levy were economically sound he assured 
the House he would have supported it ; but did not say why he 
had not insisted on lawyers paying Excess Profits Duty. Then he 
asked: * What has become of my capital? The War has taken 
away half of it, in addition to charging me an Income Tax of 
something like 10s. in the pound. Of course, I go to work. Is 
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that my fault?’ As for the men who had amassed great profits 
out of the War, ‘ I should like to see them dealt with drastically ; 
for any man... to take advantage of the War to enrich himself’ 
was abominable; he would support legislation to get at their 
profits. Then he turned to Imperial Preference saying that the 
preference now given in the Finance Bill might be small, but 
‘the Colonies are grateful for it’. Sir Edward wanted to know 
whether the Government would carry out its election promise 
‘ to protect key industries and to save us from dumping’. Lord 
Hugh Cecil, a Conservative Free Trader, was doubtful ‘ how far 
you can modify the fiscal system of this country without departing 
from the general principle of free exchange’ ; but he was relieved 
to find that Mr. Chamberlain defended this innovation mainly 
on the ground that it was part of the policy of imperial co-opera- 
tion, and only subordinately because of its economic value. It 
was a small gift but acceptable to the Dominions ; ‘ How insignifi- 
cant is this small departure from the principle of allowing com- 
merce to follow its natural path compared with the Corn Produc- 
tion Act, which is a most gigantic system of Protection, if by 
Protection you mean changing the natural course of industry 
and commerce.’ 

Preferential duties must be judged on their merits, and Lord 
Hugh thought that the political advantage ‘ would far outweigh 
whatever economic disadvantages can theoretically be attributed 
to them’. He then developed a new argument against the levy 
on capital; if such a levy on a great scale was possible at all, 
‘we need not make it in this country ; it would be quite easy to 
make it in Germany. I it is really possible to make in a great 
commercial and industrial country a great levy on capital amount- 
ing to thousands of millions, we shall get the cost of the War by 
indemnity out of Germany’. But if a levy was too onerous, too 
difficult, or too complicated to be imposed upon our enemies 
how could it be imposed on our own country ? 

Since a levy would be wholly unworkable, * I am not sanguine 
that we shall get anything like an amount to pay for the War 
out of the German people’. Lord Hugh disputed the analogy 
between conscription of wealth and conscription of life, calling the 
latter ‘a most odious resource to which the country was driven 
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by urgent necessity ’. If you could show that a levy on capital 
was the only alternative to our country being totally destroyed 
there would be some analogy. Moreover, the levy, as Mr. Cham- 
berlain suggested, would be imposed equally on those who 
suffered during the War and on those who did not; ‘ equality 
of sacrifice should not be pursued as a sort of ascetic com- 
munism ’, making everybody ‘a sharer in a common inheritance 
of anguish ’. 

This argument led Lord Hugh to consider the question of the 
Death Duties, which were really a levy on capital. While a 
graduated tax on inheritance might be just, ‘ you ought to ensure 
that the graduation corresponds to the capacity of the tax-payers ’. 
The tax-payer was undoubtedly the person who received the 
inheritance, though in former discussions the House had fallen 
into a ‘ muddle-headed attempt to pretend that the person who 
pays the tax is the testator ; it is the heir who pays the tax both 
in fact and in theory’, hence the graduation should depend on 
the amount that the heir receives. It was fallacious to suppose 
that the inheritance paid the tax, because taxes are paid by 
persons not by things. Lord Hugh’s philosophy is always interest- 
ing and often entertaining. But surely he was wrong when he 
went on to say: ‘Nobody has ever suggested that taxes on 
amenities or luxuries should be graduated.’ His own reference 
to cigars and champagne proved the contrary ; since these are 
taxed more heavily than ordinary tobacco or still wines. The 
Entertainment Tax, too, was graduated. 

The Death Duties were especially disliked by the nobility and 
landed gentry, who wished their estates to be handed down intact 
by entail from generation to generation in the future as in the 
past. In the case of a landed estate, as Lord Hugh pointed out, 
the death of the testator meant impoverishment, not enrichment, 
for the widow and children. One reason why Death Duties 
pressed so heavily on a landed property was that ‘it sells at a 
higher value than its income-bearing value’ because of the 
amenities and social advantages still supposed to attach to a 
country estate. Lord Hugh suggested that a separate Income 
Tax should be levied on the profit of landed estates instead of 
Death Duties; he wanted a small Treasury Committee to inquire 
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why these duties ‘ excited so much discontent ’ and what loss of 
revenue would follow the abolition of aggregation. Was the 
acquirer of wealth a more valuable person to the community than 
the possessor of wealth ? In some cases, e. g. speculators, usurers, 
and the owners of certain newspapers, Lord Hugh thought not ; 
therefore he objected to the implication which was suggested by 
the differentiation between ‘earned’ and ‘ unearned’ income. 
Here Mr. Chamberlain intervened to say that he always disliked 
these differences because they suggested a moral judgement, 
and when Lord Hugh hinted that the proper distinction was 
between sure income and precarious income, Mr. Chamberlain 
observed, ‘I am afraid that income from securities is very 
precarious ’. 

Lord Hugh thought that a leisured class was still needed to 
carry on the public business of the country. Currency inflation 
bore most heavily on the possessors of wealth ; hence it was not 
a suitable time to lay additional burdens on them. There was no 
real remedy except economy, and this meant not only stopping 
waste but stopping useful expenditure as well. But where should 
economy begin? Members of Parliament would oppose every 
specific proposal for saving public money, yet economy was in the 
interest of the wage-earners ; it was a delusion to think that as 
long as taxation mainly pressed on the rich it did not matter to 
the poor. Hence he was very much opposed to raising the level 
of exemption from Income Tax ; for unless the electors understood 
how much poor people suffer from national extravagance, ‘ we 
shall not have the necessary pressure of public opinion exerted 
to make economy effective’. He then made the very sensible 
suggestion that no Bill involving expenditure should be read 
a second time until the Treasury had laid a return on the table 
showing how much it was likely to cost expressed in terms of, say, 
Income Tax and Tea Duty. Accepting Mr. Chamberlain’s state- 
ment that there had been no effective Treasury control since the 
days of Sir William Harcourt, Lord Hugh suggested taking a 
standard year from Harcourt’s term of office and showing in 
detail how expenditure had increased. He wanted some kind of 
Second Chamber to examine Finance Bills. All classes were 
interested in economy just as all nations were interested in 
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international trade; that was why Protection was wrong; 
‘We must pursue plenty and abundance as our economic ideal.’ 

Mr. Lunn also objected to the continuance of war expenditure 
and borrowing, and did not like the million a week spent on 
unemployment doles because ‘we are paying people not to 
produce wealth when it is urgently needed’. Too much was being 
spent on the Army, Navy, and Air Force, because the Govern- 
ment’s policy was militarist and imperialistic. War profits, 
Mr. Lunn thought, should be confiscated in order to reduce the 
War Debt; he supported the Capital Levy and thought the Tea 
and Sugar Duties too high, indeed both the duties should have 
been abolished before the Excess Profits Duty was reduced. 
He opposed the Finance Bill as a whole and especially because 
‘it proposes the beginning of Protection under the camouflage of 
Imperial Preference’ ; this kind of Budget would drive men to 
withdraw from the House and join the direct actionists outside. 

On the other hand, Mr. Mackinder thought that the amount of 
war profits was largely exaggerated; a great deal of temporary 
profits might be wiped out by the depreciation of stocks; but 
he would agree to any practical scheme for a levy on war profits. 
The policy of free exchange might be good enough if there were 
no wars. The War Debt could not be got rid of, the only question 
was, how will you adjust the burden? He objected to Mr. 
Asquith’s statement that we were spending eight times as much 
as before the War without saying at the same time that the 
purchasing power of money was only half. Mr. Mackinder 
reckoned the national income at £3,500 millions to £4,000 millions 
as compared with £2,300 millions before the War; our machinery, 
too, was now ‘ capable of far greater output for the same amount 
of labour’. Advocates of the Capital Levy argued that there 
was no difference between having property with a liability on it 
and giving up that property; Mr. Mackinder disagreed: ‘ If 
you have debentures on your company, at any rate you have the 
use of that money ; but if you pay them off you may not be able 
to raise fresh debentures.’ The War could not have been won but 
for the savings made by older men or their ancestors and invested 
abroad. 

As a Coalition Liberal Sir Ryland Adkins supported the 
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Budget ‘on political rather than economic grounds’, but this 
support did not mean that he believed in Preference as a per- 
manent policy. In fact he regarded Mr. Chamberlain’s proposals 
as economically unsound, but they fell within the joint election 
manifesto which he had accepted. He quoted the Paris Resolu- 
tions to show that Mr. Asquith had put political above economical 
considerations. Mr. Seddon, one of the few Protectionists in the 
Labour Party, regretted the threat of extra-constitutional action 
made by Mr. Lunn, and supported the Corn Production Act 
because it gave the agricultural labourer a living wage. Pottery 
wages, he said, had doubled because German and Austrian 
competition had been excluded; he wanted a 30 per cent. tariff 
to balance the 30 per cent. lower wages paid to German workmen, 
which might be lowered as German wages rose. Mr. Charles 
Edwards, a representative of the South Wales Miners, supported 
the Capital Levy and wanted a higher exemption point from 
Income Tax; he mentioned ‘a movement to refuse to pay Income 
Tax under a limit of £250’ 

To these criticisms—many of them sound and full of interesting 
points—Mr. Baldwin made a skilful reply. Starting with Sir D. 
' Maclean’s remark on Treasury control he quoted Mr. Gladstone’s 
evidence before a Select Committee to the effect that the Treasury 
could refuse increases and make itself generally disagreeable, but 
had no power to enforce reduction. At that time the Cabinet was 
likely to support the Treasury against the Minister who wanted to 
spend more money ; now conditions had changed ; people believed 
in social ameliorations through the expenditure of public money, 
and the Cabinet was more likely to support the head of a spending 
department against the Chancellor of the Exchequer and the 
Treasury. Mr. Baldwin did not mind the term ‘ Rich Man’s 
Budget ’, because every recent Budget had given some concession 
to the smaller income payers, while keeping the taxation of the 
rich man very heavy. The Excess Profits Duty had to be lowered 

1 Mr. Edwards gave evidence before the Royal Commission on Income Tax and 
maintained the cost of collecting any tax from wage-earners was ‘ almost equal to the 
amount collected.’ He asserted that ‘ of the £8 millions that it brings more than £4 
millions goes in salaries and expenses ;’ whereupon the Chairman pointed out that the 
whole cost of collecting £370 millions of income tax in 1918-19 was only £3 millions 


and that the cost of collecting income tax from the wage-earners was 7 per cent. of the 
amount collected, i. e. half a million on £7,700,000. 
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in order to carry out pledges ; also it might be argued that there 
were no excess profits any longer, ‘ because a 20 per cent. dividend 
to-day is no more than 10 per cent. before the War’. 

After this speech the Finance Bill was read a second time and 
sent to Committee. 

On 28th June peace with Germany was signed at Versailles, 
so that in a technical sense the War was at an end. 


The Budget in Committee 


Just before the Committee stage began on 8th July the 
Government was beaten on a question of economy, which indicated 
that the House of Commons had grown tired of reckless expendi- 
ture; Mr. Rawlinson carried an amendment to the Ministry of 
Ways and Communications Bill cutting down the number of 
Under-Secretaries from two to one. 

On the first clause, which continued the Tea and other Customs 
Duties, including the new Import Duties, until Ist August 1920, 
Sir Ryland Adkins proposed to make the date applicable to the 
latter duties 30th September 1919. These duties, he said, were 
war taxation and should not be prolonged after the War was over ; 
they were not covered by the election manifesto, and they looked 
like a permanent policy of Protection. In seconding, Sir A. 
Williamson said that the country wanted the removal of restric- 
tions and tariffs, not their imposition, so that our foreign trade 
might expand. Mr. Chamberlain said that he did not wish to 
raise the fiscal controversy over these duties, though he recog- 
nized that his preferential proposals must raise it ; he proposed to 
continue them provisionally ; they applied to ‘ articles of luxury 
and superfluity’; revenue was wanted; exchange conditions 
were serious ; these small duties did not commit their supporters 
to a policy of Protection. 

Captain Wedgwood Benn affirmed on the contrary that this 
was the moment when we had to decide between Free Trade and 
Protection; all Mr. Chamberlain’s arguments were irrelevant 
except those applying to exchanges, and even there the best 
remedy was to stimulate exports. When Mr. McKenna was 
Chancellor these duties were not really protective, because our 
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_ machinery was fully occupied with war work, and no motor-cars 
were being made here. 

Major Hayward and Mr. Kiley joined in the attack on the 
duties, the latter observing that other luxuries more costly and 
useless were coming in unchecked, while the watches and clocks 
taxed were the cheap kinds used by workmen; meanwhile our 
export trade, even with the Colonies, was being taken by neutrals, 
Sir D. Maclean quoted Mr. Law’s promise that ‘ duties of this 
kind would never be continued under any circumstances when 
the War was over’, and supported the amendment because it 
emphasized the temporary character of these taxes. Mr. Holmes 
disposed of Mr, Chamberlain’s revenue argument by showing 
that there was no corresponding Excise Duty; then Mr. Shaw 
announced that the Labour Party was going ‘ to vote consistently 
for a Free Trade policy through and through’. 

If Mr. Chamberlain wanted to keep out foreign motors, let 
him prohibit them under the powers of the Board of Trade, 
said Mr. George Lambert. There was an orgy of extravagance ; 
* people do not realize that the country is in a very much poorer 
state than before the War’. If economy was the Chancellor’s aim 
he should put a heavy Excise Duty on a Rolls Royce at £4,500, 
instead of a heavy Customs Duty on cheap Ford cars which were 
not luxuries. Lord Robert Cecil, however, declared that the 
McKenna Duties were ‘ not part of a policy of Protection’. But 
he joined in the plea for economy: ‘ We are on the verge, in 
Europe generally not so much in this country, of a financial 
disaster of incredible magnitude ’—a forecast which proved only 
too accurate. 

Mr. Acland quoted Major Kelly to prove that the duties 
really were protective, adding, * your restricted import of to-day 
becomes your vested interest of to-morrow’. After further attacks 
on the McKenna Duties, Mr. Chamberlain offered to make their 
date of expiration 1st May 1920, instead of 30th September, 
so as to differentiate them from other Customs Duties. Sir R. 
Adkins accepted the offer ; but seventy-five Liberals and Labour 
Members pressed their resistance to a division. 

When the Tea Duty came up on 8th July Mr. Arnold wanted 
to abolish the duty entirely because tea had become a necessity 
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and the tax pressed most heavily on the poor man with a large 
family. To this, of course, there was and could be no reply except 
that the revenue was needed. On behalf of the Labour Party 
Mr. Spencer objected to all taxation ‘ bearing upon the prime 
necessaries of life’. From a new estimate of Income-Tax payers 
prepared for the Royal Commission he inferred that there were 
about 264 million people (counting families) above the Income- 
Tax level (£130 a year), and argued that the 20-to 25 millions 
below it ought to be exempt from further indirect taxation. 
Mr. Baldwin gave the usual answer that the proportion of indirect 
taxation had been falling for many years past, nor was the Tea 
Duty being increased. Mr. Clynes defended both the bread 
subsidy and the demand for a lower Tea Duty; he would not 
accept the Income-Tax rebates as any alleviation, since ‘most of 
the families of this country are not well enough off to pay Income 
Tax at all’. 

After the amendment had been defeated by 208 votes to 25, 
the new import duties were agreed to, only 55 Members voting 
against the amended clause, which, Sir Donald Maclean said, 
‘ marked the first step on the road to Tariff Reform’. 

On the clause raising the Beer Duty from 50s. to 70s. a standard 
barrel Colonel Gretton said that the brewing trade would not 
oppose the increase; it was, he said, very largely the collector 
of taxes for the Government, and collected a vast sum exceedingly 
cheaply. But he complained of the restriction on materials for 
brewing, which caused great * dissatisfaction among beer drinkers 
as to the weak, washy, and unsatisfactory beer which the Govern- 
ment still prescribes’. This lowering of the quality injured the 
reputation of breweries, and the heavy taxation of beer led the 
public to drink spirits. Sir G. Younger advised the Government 
to raise the gravity, thereby increasing the revenue and getting 
rid of complaints about poor quality ; there was no restriction, 
he said, on the alcoholic content of port, sherry, and champagne. 
The brewer had to finance this vast taxation, which was now more 
than nine times the pre-war amount. Mr. Chamberlain admitted 
the force of this criticism, but said he could not raise the Wine 
Duties without offending some of our Allies. 

On the Preference clause Captain Benn opened a discussion 
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on the general question, arguing that a preference on the Tea 
and Sugar Duties did nothing for the self-governing Colonies. 
Under the old system they could not complain; now they would 
ask, “What am I getting out of it?’ If we started Preference 
we must go on to ‘a full-blooded tariff’. President Wilson in 
his Third Point talked of removing economic barriers; ‘ we are 
setting them up. Commander Kenworthy, who was a Preferen- 
tialist before the War, now thought that ‘the Preferential idea 
would be ruinous to humanity’; there was ‘ a new spirit in the 
world since the War’, and we did not want ‘a blood and iron 
Empire’. Mr. Wilson Fox supported the new policy and recalled 
a long association with Mr. Cecil Rhodes, who was a Preferentialist 
before Mr. Joseph Chamberlain and actually put Preference into 
the Constitution of Rhodesia in 1898. Sir F. Young, an Australian, - 
remarked that President Wilson had to tell Americans that his 
Third Point did not apply to them! Mr. Austen Chamberlain 
said Preference had been the policy of the Dominions for many 
years, and was affirmed at the last Imperial Conference unani- 
mously. Moreover, the policy was put before the country explicitly 
in the joint election manifesto,1 which was, indeed, a pledge to the 
Dominions. They had never asked for an equal preference all 
round, only ‘that we shall recognize the claims of kinship... . 
and give a preference where we can in accordance with our own 
fiscal system whether or not somebody gets more out of it than 
do others’. In future, when considering whether a duty should 
be abolished or not, a Chancellor would consider ‘ whether it was 
effective and useful in connexion with our system of Imperial 
Preference’. President Wilson’s Third Point did not refer to 
inter-imperial finance ; foreign countries had no right to interfere 
between us and the rest of the Empire; Mr. Chamberlain again 
justified it as ‘ a spiritual recognition of a spiritual unity’. 

Sir D. Maclean thought this last definition most unsatisfactory. 
He was not greatly concerned about the so-called * mandate’ of 
the Government, as he took Lord Morley’s view that * people 
elect a certain government and must take the consequence of the 

1“ A preference will be given to our Colonies upon existing duties and upon any 
duties which, for our own purposes, may be subsequently imposed.’ This was the 


joint policy of Mr. Lloyd George and Mr. Bonar Law at the Coupon Election ; but no 
one pretended that the Election turned upon it. 
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acts of that government’. Really the country was not * bothering 
at the election one little bit about Preference’. The present 
proposals might be trifling, but they would lead on to taxation 
of corn, wool, timber, &c. Mr. Law had said that preferential 
trade and the taxation of foreign manufactures are part of one idea. 
Mr. Spencer, a Labour Member, said it was clear that the 
Chancellor and most of his supporters wanted to extend the 
preference to a general protective tariff, and tariffs were a cause 
of war; they could be of no use to the working classes. This last 
statement drew from Major Tryon the observation that all other 
countries had tariffs and that the Australian Labour Party was 
Protectionist. A new argument was introduced by Major Hay- 
ward, who denied the usual assertion that Imperial Conferences 
had proposed Preference, quoting the lengthy resolution of the 
War Conference, to which Mr. Chamberlain referred, as follows : 


‘The time has arrived when all possible encouragement should be 
given to the development of Imperial resources, and especially to making 
the Empire independent of other countries in respect of food supplies, 
raw materials, and essential industries. With these objects in view this 
Conference expresses itself in favour of (1) The principle that each part 
of the Empire, having due regard to the interests of our Allies, shall give 
specially favourable treatment to the produce and manufacture of other 
parts of the Empire.’ 


Mr. Chamberlain’s Preference was something quite different. 
Major Hayward also quoted the report of the Committee on Com- 
mercial and Industrial Policy after the War, which said that any 
tariff to be used as a basis of inter-Imperial Preference ‘ could not 
be limited to manufactured or semi-manufactured commodities, 
but would have to be extended to a wide range of food-stuffs, 
and possibly even raw materials ’. 

A novel point was raised by Mr. Chamberlain’s amendment 
extending the new preferential system to ‘ a territory in respect of 
which a mandate of the League of Nations is exercised by the 
government of any part of His Majesty’s Dominions’. Mr. Hogge 
and Mr. Arnold argued that this was contrary to Article 19 of the 
Covenant and to the Third of President Wilson’s Fourteen Points. 
The article spoke of securing ‘ equal opportunities for the trade 
and commerce of other members of the League’, and the Third 
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Point proposed the removal of ‘all economic barriers and the 
establishment of an equality of trade conditions among ll the 
nations consenting to the Peace’. Mr. Chamberlain denied this, 
but Mr. Hogge asserted that the amendment would place a territory 
in practically the same position as ‘a bit of the Empire’; such 
action would arouse ill-will among other nations. Mr. Arnold 
asked what claim these territories had to share in ‘ the spiritual 
unity of the Empire’, 

Captain Benn contended that our Empire had in fact grown 
up on the contrary principle of the Open Door, and as a result of 
our free admission to foreign goods and foreign traders other nations 
did not resent our expanding possessions. In reply Mr. Baldwin 
could only say that the case was exaggerated and that there was 
no break of the ‘ spirit of the mandate’. We could fall in with any 
arrangements the League of Nations might make. 

Mr. T. Thomson had voted with the Government on Colonial 
Preference, but he thought this was a moral question; we went 
into the War ‘ with clean hands, desiring no territories and no 
gain in a material sense’, hence we ought not to seem to be making 
a profit out of our trusteeship, and we ought not to wait for the 
decision of the League, but to say at once that we want nothing 
under our trusteeship. It was easy to point out that if we adopted 
this preferential policy other nations would follow our example, 
and carry it further by excluding our traders from their mandated 
territories. When he asked whether this amendment had been 
considered by the Cabinet, Sir Auckland Geddes (President of the 
Board of Trade) said, ‘ Yes’, and maintained that it was * a purely 
British question’. Sir D. Maclean, after quoting Article No. 22 
of the Peace Treaty, declared that the experiment was a dangerous 
one, and that the Government was disregarding the trusteeship 
established by that Article. 

When this amendment had been carried by the normal 
Government majority, Captain Benn tried to cut down the powers 
of the Board of Trade, which had to decide what goods should be 
deemed to be manufactured within the Empire for the purpose 
of obtaining preference. He maintained that the House ought 
to lay down the terms instead of leaving them to be fixed by 
officials. Sir A. Geddes recognized the force of this argument, 

1569.57 10 
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and agreed that the regulations by the Board of Trade should be 
dealt with in the same way as ‘ Orders in Council’ and laid 
before the House; but he would not accept any definite per- 
centage, since, he said, different classes of goods required different 
treatment. 

Mr. Arnold, too, contended that the new sugar tariff was 
purely protective and argued that it was contrary to our own 
undertaking, when we left the Brussels Convention, not to give 
a bounty on home-grown sugar beyond 2s. 0jd. per cwt. Mr. 
Chamberlain replied that we had given due notice to free our- 
selves from the Convention ; it would be absurd not to give the 
same preference to the home producer as to the Colonial producer. 

A clause repealing the Excise Duty on motor spirit was also 
criticized as protective. Mr. Chamberlain frankly defended it on 
the ground that benzol was much needed during the War and 
a large capacity for production ‘ was developed at the request of 
the Government’; the clause ‘ would help to secure a market 
for these products’. Thus the Coalition Liberals, who had an 
undue share of offices in the Government in proportion to their 
numbers, were being entangled more and more in the meshes of 
the protectionist and preferential policy usually known as Tariff 
Reform. In this respect Mr. Lloyd George, though Prime Minister, 
had to follow the wishes of the Tories who made up the bulk of 
his majority. 

On 15th July, speaking in Committee on the Excess Profits 
Duty clause, Sir D. Maclean, while condemning the duty for its 
wastefulness, declared that the country demanded the taxation 
of war profits. Mr. J. Davidson used the figures of Excess Profits 
Duty to show that war profits must have amounted to £1,252 
millions; hence you could not expect a cordial co-operation 
between labour and capital. Mr. Hogge protested against the 
halving of the duty while the Government maintained conscrip- 
tion for another year. Mr. Chamberlain preferred to look at the 
effect of the duty on industry, which was to check a revival ; 
hence his desire to lower the duty. 

As a Labour leader in the tin-plate trade, Mr. Griffiths had 
found that at Trade Union branch meetings ‘ two of the questions 
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which caused more discontent among working men than anything 
else were the increase in the cost of living and the Excess Profits ’. 
Now he was trying to check a demand for increased wages in his 
trade in order to meet American competition, and was met at 
branch meetings with indignant references to the enormous profits 
made by employers during the War, when they were protected. 

Mr. Mackinder made a good point by saying that Labour 
speakers in discussing profits had not made enough allowance for 
the fall in the value of money. If wages had to be doubled in order 
to have their pre-war purchasing power, then you must double 
profits also in order to maintain the proportion. He doubted 
whether, on the whole, companies were paying any increase on 
pre-war dividends; moreover, they wanted twice the working 
capital; hence they must take a much larger amount out of 
profits. Arguing that profiteering had not ceased, Mr. W. R. 
Smith maintained that the Excess Profits Duty should go on, 
though he would not mind special concessions to new businesses. 
Major Wood, a Conservative, thought that the right thing to do 
was to get hold of the profiteers, and Mr. Chamberlain expressed 
his willingness to receive suggestions for increasing the revenue. 
As the rejection of the clause would have meant the abolition of 
the duty, only 37 voted against it. 

Mr. Justice Sankey’s Commission on the coal industry had just 
published its reports, and this led to a discussion on the halving 
of the Excess Mineral Rights Duty. But in fact the Government 
did not adopt Mr. Justice Sankey’s recommendations, so the 
question raised does not concern us, though it may arise if a Bill 
for the nationalization of coal mines is ever introduced. 

Next Mr. Graham and Mr. Arnold attacked the Sugar Duty, 
repeating, as they confessed, the usual arguments against it. 
£393 millions were now being raised by the duty as compared 
with £3} millions before the War, therefore this tax had been 
raised more sharply than any other, and fell most heavily on poor 
families. Dr. Murray said that some families were too poor even 
to buy their sugar rations. Of course Mr. Chamberlain could not 
agree to this loss of revenue, especially ‘in view of the increased 
expenditure which is being pressed upon my colleagues and myself 

U2 
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almost day by day’ by Members who wanted particular taxes 
reduced. 

Mr. Graham was more successful with a clause extending the 
Income-Tax allowance for children under 16 to full-time scholars 
in any school or university; he urged this specially because 
Parliament was about to spend large sums on the Universities. 
Mr. Baldwin thought that now the War was over the age limit 
might be extended to 18, and would have a clause drafted for the 
purpose. Later speakers, though grateful for any concession, 
wanted the age limit extended to 21, because young people seldom 
went to a university until 18 years old. 

Again Mr. Locker Lampson brought in his usual clause for the 
separate taxation of married persons. After a long discussion 
Mr. Chamberlain offered to raise the allowance for a wife from 
£25 to £50; next year, on the recommendation of the Royal 
Commission, it was raised to £100. 

On the following day one of many attempts to raise the limit 
of total exemption was made by Mr. Arnold, who proposed £250 
instead of £130. 

We may break off here to submit that if taxation was too 
high on small incomes the true policy was (1) to lower the 
indirect taxes on articles such as tea and to abolish the Sugar 
Duty ; and (2) if further revenue could be spared, to reduce the 
taxes on transactions, i.e. stamps, which hinder trade. Then 
(3) the Income Tax should have been reformed in the direction 
of fitting it to the ability of the individual by extending the 
allowances for wife, children and dependents. 

Mr. Arnold’s first argument : *‘ That £250 to-day is not, in view 
of the increase in the cost of living, worth more than about 
£125 in pre-war values, and, of course, the rate of Income Tax is 
now very much higher than it was in pre-war days’, was really 
against his proposal; if a caravan has to carry twice as heavy 
a load, surely the weaker members cannot expect to carry less 
than they did before! His next argument: ‘In a great many 
cases Income Tax, owing to this low exemption limit of £130 
a year, is being taken from money which is required to buy the 
necessaries of life, and to buy nutritious food for a man, his wife, 
and children; that is the point ;’ was equally beside the mark, 
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since the allowances, with the new £50 for a wife, freed a married 
man with two children from Income Tax until he was earning 
more than £220 a year. 

A reference to a table compiled for the Royal Commission 
enabled Mr. Arnold to argue that the raising of the limit would 
not cost much, because only £7,886,000 was collected from incomes 
below £250; but this argument ignored the consequences of the 
concession, which would automatically shift all the other incomes 
further out of the tax-gatherer’s grasp, and later Mr. Arnold 
admitted that the concession might cost £20 millions a year. 
The cost of collection, 74 per cent., was small when compared 
with the cost of most indirect taxes. 

After Mr. Adamson had seconded Mr. Arnold, Mr. Chamberlain 
enumerated the concessions which had been made since 1914, 
when the only allowance was one of £10 for each child. Now the 
allowance was £25 for a child, £50 for a wife, and he was prepared 
to extend the allowance to a relative looking after orphan children ; 
then the workman could claim for insurance and other contribu- 
tions, tools, and working clothes. As a total result the married 
man with two children paid less than he would have done before 
the War until he was earning £4 10s. a week. Besides, ‘ there 
ought to be some connexion between taxation and representation, 
. .. 1t would be a bad day for everybody if you deliberately framed 
your taxation so that the mass of those who exercised political 
power have no personal responsibility for the financial conse- 
quences which their policy entails’. He asked the Opposition 
to consider not only what the poorer classes paid in taxation, but 
also what they got out of it in respect of education, insurance, and 
old-age pensions. Major Newman thought that the lower middle 
classes, not artisans earning £5 a week, were the people most hit 
by taxation. 

Mr. Evelyn Cecil urged that ‘unless those who exercised 
political power bear some small part of the expenditure, we shall 
get into an endless bog of expense and get a thoroughly bad 
atmosphere as regards economy’. We were always preaching 
greater national economy, ‘ but the only way to bring it about is 
to create an atmosphere which will cause it, and you will never 
get that until practically everybody in the kingdom is subject to 
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one tax, namely the Income Tax’. Indeed, it would be wiser to 
lower than to raise the point of total exemption from tax ; seeing 
that six-sevenths of the electors were not subject to Income Tax. 

After further discussion one more concession was now offered 
by the Chancellor of the Exchequer, who agreed to raise the 
allowance for the first child from £25 to £40; whereupon 
Mr. Arnold withdrew his clause. Mr. Chamberlain also promised 
to consider the case of a widower with a housekeeper looking after 
his children. These small concessions were estimated to cost 
£3:3 millions in a full year; they were carried into effect by the 
Chancellor’s amendment on 23rd July, when he added a further 
concession to include a female relative of a widower, or of his 
deceased wife, looking after his children. 

Sir H. Nield tried to get further allowances from Super Tax on 
account of life insurance premiums, an attempt which he repeated 
on 23rd July. But the Chancellor refused, saying that he had just 
offered ‘ an unrivalled means of providing for death duties in the ~ 
Victory Loan’, which was issued at 85 and might be tendered in 
payment of death duties at 100. 

On 23rd July Mr. Chamberlain brought in a new clause carrying 
out his promise to double the allowance for a wife, and offered to 
remove the age limit for a ‘ child’ receiving full-time education. 

Mr. Stewart anticipated one of the changes recommended by 
the Royal Commission with a new clause substituting the words 
‘income from saved money’ for the words ‘ unearned income’. 
Of course the term ‘ unearned’ was an invidious and question- 
begging epithet; indeed, it was almost abusive and certainly 
lent itself to platform misrepresentation. Mr. Chamberlain had 
much sympathy with the object of the clause, but quoted the 
Report of Sir C. Dilke’s Select Committee in 1906, which had so 
boldly changed its terms of reference by substituting ° earned © 
and ‘unearned’ for the prescribed terms ‘ precarious’ and 
‘permanent’; once more he suggested waiting for the Royal 
Commission’s Report. Experience during the War showed that 
‘earned’ incomes were in one respect more permanent than 
‘investment’ incomes since they could be, and often were, ra 
to meet the fall in the purchasing power of money. 

General Croft led a last attack on the increased Death Duties 
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arguing fairly enough that they amounted to a levy on capital and 
would deplete the taxable income of future years. Sir F. Banbury 
recalled how he and Mr. Chamberlain had fought Sir W. Harcourt’s 
Death Duties in 1894, to which the Chancellor replied that the 
Budget had since risen from £100 millions to £1,000 millions, 
whereupon Sir Frederick retorted: ‘That does not touch the 
principle: the argument in those days was that it was not right 
to take a man’s capital and spend it as revenue, and that principle 
remains. Lord Hugh Cecil argued that the Death Duties were 
first introduced when it was assumed that a Super Tax was 
impossible, so now they were obsolete. With death duties running 
up to 40 per cent. ‘you are approaching the boundary that 
distinguishes the confiscation of property from taxation’. A 
millionaire might be a most useful citizen and should not be taxed 
out of existence. 


Third Reading of the Budget 


On the motion for the Third Reading Sir J. Walton protested 
against the inadequate provision for the financial requirements 
of the year 1920 and against the Government’s neglect to reduce 
expenditure by insisting on rigid economy in all the great spending 
departments. He put the real expenditure at £1,689 millions, 
against which the Government reckoned on only £1,201 millions 
of revenue including £200 millions derived from the sale of war 
material. Then, on behalf of the Liberal Opposition, Captain 
W. Benn moved the rejection of the Finance Bill on the specific 
ground that it introduced Protection and a system of Colonial 
Preference ‘ which must ultimately lead’to the taxation of food 
and raw materials’. The first statement was justified partly by 
the duty on saccharine, which was a German and not a Colonial 
product, so that the home manufacturer would be protected ; but 
Captain Benn chiefly complained of the continuance of the 
McKenna Duties, recalling Mr. Law’s pledge at the time: * Duties 
of this kind would never be continued under any circumstances 
when the War is over. Moreover, supporters of the duties 
admitted that the consumer paid, and one Member defended the 
duties on cars, because if people wanted to buy an American 
motor-car they should pay more for it. It was wrong, too, to 
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bring the mandated territories, which we held as trustees, into 
our preferential system. Free Trade had given us the goodwill 
of the world ‘ which will not stand the test of preferential treat- 
ment and the exploitation of native territories ’. 

After a few more speeches, the Chancellor of the Exchequer, 
in his final reply, laid stress on the fact that the House and the 
Government were not committed to Preference in any territory, 
since the Finance Bill would only give power to modify the tariff 
in this direction, so that there was nothing contrary to any man- 
date which the League of Nations might give. Then we were only 
giving a preference in this country to the produce of the territory, 
not a preference to our goods in the territory ; any country could 
give a preference to goods from our mandated territories. Sir 
D. Maclean then repeated the Liberal objection to Preference 
in the mandated territories. After Mr. Adamson, on behalf of 
the Labour Party, had endorsed Sir D. Maclean’s speech, protested 
against the omission to tax war profits while the Excess Profits - 
was being halved, and declared that the question of the Capital 
Levy must be faced in the very near future, the House divided 
on Captain Benn’s amendment, which was defeated by 289 votes 
to 48, whereupon the Finance Bill was read a third time and 
passed. 


CHAPTER IX 
THE EIGHTH WAR BUDGET, 1920 


In the period between the seventh and eighth War Budgets 
what has been called the post-war boom was in full swing. There 
was an outburst of speculation not only in raw materials and 
finished goods but in stocks and shares, and above all in paper 
marks which the German Government obligingly printed in any 
quantity for foreign consumption. It was a period of inflation. 
Money easily got was as lightly spent, and the estimates of April 
1919 were exceeded on all sides. Mr. Chamberlain opened his 
second Budget on 19th April 1920 in cautious and almost depress- 
ing language; the time had come, he said, when we should set 
our house in order. As had now become the custom, the financial 
details both in the past year and of the estimated revenue were 
circulated in a White Paper. Even the revised estimates, which 
the Chancellor had presented in October, were largely exceeded 
in some directions. A year earlier Mr. Chamberlain had estimated 
national expenditure for the year at £1,435 millions, and revenue 
at £1,202 millions. But—so ineffective was Treasury control 
under Mr. Chamberlain—the actual expenditure exceeded calcula- 
tions by nearly £231 millions, and even the October estimate 
proved to be £233 millions short. The spending departments 
were playing ducks and drakes with public money. Mr. Chamber- 
lain explained that the expenditure included a sum of £87 millions 
actually incurred and voted by Parliament in the year 1918-19, 
but not then brought into account. 

Revenue also largely exceeded anticipations, the actual 
Exchequer receipts being nearly £138 millions more than the 
Estimates. Customs and Excise alone contributed a surplus of 
nearly £454 millions, which was mainly due to the increased yield 
of the higher duties on beer, spirits, tobacco, and tea. In the case 
of the first two articles the surplus was due, Mr. Chamberlain said, 
to the removal of the restrictions on the supply for home con- 
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sumption. In the case of tobacco and tea there were no restric- 
tions in force; so the greatly enlarged revenue reflected an 
increased consumption and therefore an increased spending power. 
In fact the increase in the consumption of tobacco was unpre- 
cedented, the quantity retained for consumption having increased 
from 114 million lb. in 1918-19 to 150 millions. Mr. Chamberlain 
attributed these figures (1) to the continuous rise in wages, (2) to 
the return of our armies from abroad, and (3) to the growth of the 
smoking habit among women. Clearances of tea for home con- 
sumption rose from 321 million lb. to more than 400 million lb. 
An extra two and a half millions also came from the Entertainment 
Tax. No doubt the whole people, relieved from the horrors of 
war, tried to drown its bitter memories by pleasure-seeking and by 
expenditure on all kinds of luxuries and entertainments. 

Inland Revenue receipts showed an excess over the Budget, 
except Excess Profits Duty, which was about £10 millions below the 
Budget Estimate and about the same amount above the October 
Estimate. Stamp Duties brought in an extra £104 millions, 
explained by the extraordinary amount of business liable to 
Stamp Duty; flotations of companies, sales of land, and other 
transactions showed a phenomenal expansion. Income and 
Super Tax realized £5 millions, and Death Duties £74 millions, 
above the Estimates. 

Still greater discrepancies were shown in Miscellaneous 
Revenue, which exceeded the Budget Estimate by £71 millions 
and the October Estimate by £130 millions. Most of the receipts 
under this head would not have been treated as revenue by the 
auditor of a trading company, but would have been transferred 
to the capital account. Thus there was a further payment of 
nine millions by India. But the main item was £264? millions 
from * Vote of Credit realizations ’, which were £51} millions above 
the original estimate, ‘mainly owing to unexpectedly large 
receipts from the Ministries of Shipping and Munitions’. The 
balance sheet for 1919-20 may be summarized as follows : 


£ 
Expenditure : : : - 1,665,773,000 
Revenue . h t “ . 1,339,571,000 


Deficiency : : : : 326,202,000 
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By treating these special receipts as revenue Mr. Chamberlain 
made out that only 19-6 per cent. had to be provided by borrowing, 
as compared with 65:53 per cent. in the previous year. 


National Debt 


Besides his weakness in restraining extravagance and _ his 
failure to balance the Budget Mr. Chamberlain was severely 
criticized for his fondness for issuing loans at a large discount. 
On 31st March 1920 the dead-weight debt stood at £7,835 millions, 
which seemed to show an increase of just £400 millions during 
the year. Mr. Chamberlain explained away part of this increase 
by saying that from £130 to £140 millions were due to the conver- 
sion of various 5 per cent. issues into 4 per cent. Funding Loan 
issued at 80 and 4 per cent. Victory Bonds issued at 85. He had 
ignored the salutary maxim that public loans should be issued 
near par with the appropriate rate of interest. Then an allowance 
was made for the first time for the interest accruing on Saving 
Certificates. This added a further £24 millions; but nothing was 
allowed for premiums due on the maturity of National War Bonds, 
which might mean a further £46 millions if they were all held to 
maturity, which was not likely. 

Turning to the Floating Debt, Mr. Chamberlain said it was 
£1,3124 millions on 3lst March 1920, having fallen by just one 
hundred millions during the twelve months. The worst feature 
of this debt, he went on, ‘is the Exchequer borrowing from the 
Bank of England on Ways and Means, for this is the immediate 
cause of the inflation of credit ; and in so far as the inflation of 
prices arises from the inflation of credit, it is also the cause of that 
inflation’. Advances by the National Debt Commissioners and 
other Government Departments did not exert the same inflationary 
effect. During the year the Bank’s Ways and Means advances 
had been reduced from £2281 millions to nothing. Unfortunately 
in the first weeks of April these advances and the currency note 
issue increased sharply. Owing to the non-renewal of maturing 
Treasury Bills Mr. Chamberlain had to borrow £55 millions from 
the Bank of England and to raise the Treasury Bill rate, while the 
Bank raised its own rate at the same time. Currency notes 
increased by £144 millions in the three weeks ending 7th April. 
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During the past year the external debt had been reduced by 
£86 millions to a total of £1,278 millions, and during the current 
year the Anglo-French Loan of 500 million dollars would be 
repaid to the United States. 

In the coming year the Chancellor estimated the total revenue 
at £1,3413 millions on the existing basis of taxation; but £3763 
millions of this estimate were non-tax revenue, the chief item being 
£330 millions of ‘ Miscellaneous and Special Receipts’. The main 
tax revenue items may be given in tabular form, with a second 
column showing the estimated revenue after the proposed increases: 


On existing After proposed 
basis increases 
3 a5 

Motor Vehicle Duties F - . ‘ A — 4,500,000 
Customs ‘ : , : : : 140,490,000 150,000,000 
Excise . : f 3 . : ; 159,510,000 198,650,000 
Kstate Duties, &e. . ; ‘ ‘ 2 45,000,000 45,000,000 
Stamps . : 20,000,000 25,200,000 
Land Tax, House Duty, ind Land Values Duties 3,000,000 3,000,000 
Income and Super Tax 3 é 387,000,000 385,800,000 
Excess Profits Duty . ; j 7 ; : 210,000,000 220,000,000 
Corporation Profits Tax . : : : : — 3,000,000 
Total from taxes : F 965,000,000 1,035,150,000 

Post Office F ; H : ; i 46,500,000 53,000,000 
Miscellaneous receipts 4 F 4 3 ‘ 28,150,000 28,150,000 
Special receipts ; i : : is : 302,000,000 302,000,000 
Total A F - . 1,341,650,000 1,418,300,000 


Mr. Chamberlain announced that all Disposal Board receipts 
would be paid direct to the Exchequer, nothing being appro- 
priated in aid of the Munitions Vote. 

Turning to the Estimates of Expenditure, Mr. Chamberlain 
said, * No Chancellor would desire to pretend that they are any- 
thing but formidable or that it is not disappointing that further 
reductions have not yet been possible.’ Still, the Supply Estimates 
showed a reduction of 25 per cent. on those of last year, those on 
the fighting services comparing as follows : 


1919-20 1920-1 
£ £ 
Army . ‘ : : - 405,000,000 125,000,000 
Navy . - ‘: : - 157,000,000 84,400,000 


Air Force : é 3 - 54,000,000 21,000,000 
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Then £45 millions were now put down for the Ministries of 
Supply and Shipping, whereas only token sums were taken last 
year. Many war charges continued, and there were other tem- 
porary charges such as loans to Allies or for relief, training and 
resettlement of ex-soldiers, cost of temporary Ministries, liquida- 
tion of war contracts, and above all the great bread subsidy— 
altogether over £300 millions. 


“3 
Consolidated Fund Services 5 ; ; : 5 : 369,548,000 
Supply Services ‘ . ; ; : : : : 787,904,000 
Unemployment Insurance, war bonuses to Civil Servants, &c. 20,000,000 
Total : 5 - . 1,177,452,000 


This left a balance, on the existing basis of taxation, of £164 
millions for the reduction of debt. Still the Government con- 
sidered this surplus insufficient, although it meant a sinking fund 
of more than 2 per cent. on the whole debt; the circumstances 
were not ordinary and Mr. Chamberlain (having failed to effect 
adequate economies) called on the country for a further generous 
effort to improve its credit and to lighten the future burden. 

For statutory sinking funds on the Funding Loan and Victory 
Bonds, and for other privileges connected with War Loans and 
Bonds, he reckoned that he must allow £110,760,000 before he 
could touch the Floating Debt. Then there was maturing old 
debt (mainly external), which would raise the sum to £160 
millions, thus practically swallowing up his surplus. All debt 
received in payment of tax ‘is either cancelled when received, 
or held by us until drawn or redeemed in the terms of the original 
contract. Not a penny is re-issued to the public.’ 

Here Mr. Chamberlain invited the Committee to look at the 
position of the Post Office. In 1913-14 the Post Office yielded 
a surplus of £64 millions, now there was a loss of £3 millions, to 
which must be added a further £8 millions to settle claims of the 
postal service for additional wages or bonus. This increased wages 
over 1913-14 would absorb £29 millions, giving a deficit of £11 
millions ; so the Post Office ‘ had become a subsidized service’. 
He asked the Committee to support the Government’s determina- 
tion that it should at least not involve a loss, so he proposed 
an increase in postal rates and charges which should bring in 
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£61 millions that year and should balance the increased Post 
Office expenditure in a full year. 

Mr. Chamberlain next came to changes in taxation and took 
first the relatively unimportant matter of the Petrol Tax and the 
contribution of motor vehicles to the upkeep of the roads. He 
did not repeat the objections to the Petrol Tax which he explained 
a year ago, but he said that the Committee appointed by the 
Minister of Transport had reported against the Tax and had 
recommended a licence duty on motor vehicles to take its place. 
He adopted the chief recommendations of the Committee, but 
as the new system could not be brought into force during the 
calendar year he proposed to continue the existing Motor-car 
Tax and Motor Spirit Duty until 3lst December 1920. He 
reckoned that the existing taxes and the new duties during the 
fiscal year would be £74 millions, but from this sum £600,000 had 
to be deducted ‘ in respect of a prior lien already enjoyed by the 
local authorities’. In a full year the new taxation or duties would 
yield £9 millions, leaving £8-4 millions for the Road Fund. 

The Chancellor of the Exchequer now reached what he must 
have felt to be the most awkward part of his proposals, for he 
was about to suggest that the famous Land Values Duties imposed 
by his own chief, Mr. Lloyd George, in the 1909 ‘ People’s Budget ’, 
should be abolished. It was, he said, universally felt that these 
duties, in their present form, were unworkable: they had pro- 
duced hardly any revenue and, except the Mineral Rights Duty, 
were mostly in abeyance and could only be revived * by proposing 
legislation of a highly technical character’. Happily the Prime 
Minister was abroad ; but the decision, of course, had been taken 
with his approval, and Mr. Chamberlain thought it necessary not 
only to abandon the duties but to repay sums which had already 
been received in respect of the Undeveloped Land Duty, Incre- 
ment Value Duty, and Reversion Duty. He hoped, however, 
that many taxpayers would be content to let bygones be bygones. 

Although these duties, which had once provoked the rejection 
of the Budget by the House of Lords, caused two General Elections, 
and led finally to the passing of the Parliament Act, were now to 
be buried as quietly as possible with the consent of their parent, 
the new valuation system was permitted to survive ; indeed, the 
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Chancellor of the Exchequer, while agreeing that under the 
present condition of highly fluctuating and unstable values an 
immediate general valuation was not to be desired, thought it 
essential ‘that the knowledge and information acquired by the 
Valuation Department of the Inland Revenue should be fully 
utilized’; therefore he proposed to continue that department. 
During the War the valuation staff had been useful when land was 
requisitioned, and it was still useful, he said, in connexion with 
Death Duties. 

From a revenue point of view the important part of the new 
proposals touched those favourite resorts of a hard-up Chancellor, 
beer, wine, spirits, and tobacco. In November 1919 the last 
restrictions on the delivery of spirits for home consumption were 
removed, and the trade was now free to supply any demands. 
Although the cost of manufacture had been rising, the removal 
of the restrictions, coupled with the permitted scale of prices, left 
a margin of profit to the trade which Mr. Chamberlain considered 
more than reasonable; so he proposed to appropriate a share of 
it for the Exchequer; but as that alone would be insufficient, 
he asked the consumer to contribute, his proposal being to raise 
the duty by 22s. 6d. to 72s. 6d. a proof gallon. Prices would be 
readjusted, the retail price being raised by 23d. per gill in public 
bars and by 2s. per bottle. He reckoned that the increased duty 
would yield £233 millions in the current year and £243 millions 
in a full year. The restrictions on beer had been first relaxed 
and finally abolished before those on spirits, all having been 
removed on Ist July 1919. Although the cost of manufacture 
and distribution had risen, the price of barley had fallen; so 
Mr. Chamberlain reckoned that the profits of the brewery trade 
would permit an increase in the Beer Duty without an increase 
in the price of beer, but again he asked the consumer to share in 
the new burden. He proposed to raise the duty by 30s. to 100s. 
per standard barrel, with an increase in the retail price of 1d. 
a pint. He reckoned that this would produce £225 millions in the 
current year and £30 millions in a full year. 

Wines are not very important as a source of revenue; but 
Chancellors consider themselves bound to make wine duties move 
in harmony with those on the more popular beverages. No change, 
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however, had been made since 1899, mainly because we did not 
wish to hurt the feelings of France and Portugal, which send us 
so much claret and port. This time Mr. Chamberlain announced 
that he must raise the duties of ls. 3d. a gallon on light wines 
and 3s. on heavy wines, with a ls. a gallon surtax on still wine 
in bottles and 2s. 6d. on sparkling wine; these worked out at 
41d. a bottle on light wines, 8d. on heavy wine, and 73d. on spark- 
ling wine. He proposed to double all the wine duties and to 
impose a special duty on sparkling wine in the shape of a 50 per 
cent. ad valorem duty; under this proposal the average duty 
on a bottle of champagne at the present import prices would be 
about 6s. By these proposals Mr. Chamberlain expected to obtain 
£3,800,000 in the present year and £4,100,000 in the following year, 
of which half would come from ‘ sparkling wines’ or champagne. 

Hitherto cigars had been taxed, like tobacco, on their weight 
with a special surtax; but it was then only 2s. 23d. per Ib., 
representing a trifling proportion of the price at which expensive 
cigars are sold to the public. But cigars are of many qualities, 
and it is evidently unfair to tax at the same rate the cheapest 
Indian cheroot and the most expensive Havana cigar. So he 
proposed to levy an additional ad valorem duty at the rate of 
50 per cent., with a preference for Indian cigars, which would 
make a duty of 15s. per lb. on Cuban cigars and one of Is. 4d. 
per lb. on the cheap Indian cigars. As in the case of sparkling wines, 
Mr. Chamberlain proposed a preferential rebate of one-third. 
This brought the Customs and Excise proposals to an end: they 
were expected to yield an extra £48,650,000 in the current year 
and £54,730,000 in a full year. 

Stamp duties, owing to a revival of Stock Exchange activity 
and sales of real property, had shown an unexpected expansion. 
In the year 1913-14 they brought in about ten millions and in 
1919-20 the yield reached £224 millions, yet the only increase 
in any stamp duty during the War was the doubling of the 
Cheque Tax on Ist September 1918. This duty had brought in 
about three millions as compared with a yield of £1,300,000 in 
1914 and £1,350,000 in 1917-18, figures which appeared to show 
that the prophecies of a diminution in the use of cheques were 
ill founded. With this exception the whole of the increased receipts 
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had been obtained on the old rates, chiefly from conveyances and 
the duty on companies’ capital. 

Conveyances, including stock and share transfers, had increased 
from £3 millions before the War to £94 millions, companies’ 
capital duty increasing from £700,000 to £3,400,000. The 
Finance Act of 1909-10 doubled the rate of tax on conveyances of 
land and houses, while leaving the tax on stock and share transfers 
at 10s. per cent. Mr. Chamberlain proposed to raise the transfer 
duty to 1 per cent., with a consequential doubling of the duty 
on marketable securities and on share warrants to bearer. From 
these additions he expected £1,800,000 in the current year and 
£23 millions in a full year. The duty on companies’ capital was 
raised from 5s. to £1 per cent., and Mr. Chamberlain asked the 
Committee to give effect to the increase from the date of the 
resolution that evening. This increase was expected to yield 
£3 millions a year. 

Receipt duties were also doubled—a change justified as 
reflecting ‘ the altered value of the penny’; at the same time the 
penny duty on scrip certificates was also doubled, and the duty 
on fire and accident insurance policies was raised from ld. to 6d. 
These three changes were expected to yield £325,000 in the current 
year and £650,000 in a full year. Another change made was in 
the duty on sea policies, which had hitherto increased with every 
additional £100 on the amount insured, involving a long and incon- 
venient range of stamp denominations. A readjustment of these, 
with a slight increase and wider steps, would yield £150,000, 
bringing the additional yield from stamps up to £6,300,000. 

As the standard rate of income tax had been raised from 5s. 
to 6s. in the pound in the Budget of 1918 there was really no 
possibility of raising it further; indeed, the complaints of its 
unfair incidence had forced the Government to appoint the long- 
promised Royal Commission. Lord Colwyn and his colleagues 
had just published their report, which suggested many important 
alterations with the idea of making the tax fairer and less burden- 
some without lowering its yield. After a handsome tribute to 
the Commissioners, Mr. Chamberlain said that he would embody 
their graduation proposals in the Budget, but would leave the 
rest of their recommendations, except those referring to double 
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Income Tax within the Empire, to a separate Bill. Broadly, as 
he said, the effect of the new system would be ‘ to eliminate the 
sudden jumps which have hitherto been an unfortunate element 
in our income-tax scheme and to produce an effective rate of 
taxation which, in the case of the individual tax-payer, progresses 
uniformly as his income increases’. One important feature of the 
Royal Commission’s report was its recognition, of the responsi- 
bilities brought by marriage and children, and under the proposed 
scale married couples with no children would pay no tax until 
their income exceeded £250, and those with three children would 
escape up to £350. 

The Commission’s report certainly marked an epoch in the 
history of Income Tax, and their recommendations included reforms 
for which economists had been contending for many years. The 
steps and jumps at arbitrary points in the scale of income were 
the chief faults in the old Income Tax, and the next defect was its 
failure to allow for the varying family responsibilities of different 
tax-payers. These anomalies were now lessened, and the British 
Income Tax took its place unquestionably as the most equitable 
Income Tax in the world, probably also as the best revenue 
producer. Unfortunately (as we think) one proposal made by the 
Commissioners, and too readily adopted by the Chancellor of the 
Exchequer, was to raise the point of a total exemption from £130 
a year to £150 a year for earned income, though * investment’ 
incomes of single persons would begin to pay after £135. This 
was politically mischievous, because it diminished the number of 
Income-Tax payers just after the number of parliamentary electors 
had been largely increased. The constitutional doctrine that 
taxation implies representation ought to have been extended into 
the complementary doctrine that representation implies (direct) 
taxation. 

Mr. Chamberlain also adopted the Super-Tax scale recom- 
mended by the Royal Commission, though he heightened it by 
adding 6d. to the rate on income beyond £30,000 a year. At first 
the adoption of the Commission’s proposals would mean a loss of 
revenue amounting to £18,200,000; but Mr. Chamberlain hoped 
to make the loss good by adopting other recommendations. 
Special rates of tax and other reliefs had been allowed as a war 
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measure for soldiers, sailors, and others; these would now cease, 
as would other temporary reliefs introduced to meet special 
circumstances arising out of the War, altogether saving the 
revenue some two millions. 

One result of the increased taxation during the War both at 
home and in the Dominions was to intensify the old grievance of 
double Income Tax within the Empire. Temporary relief had been 
granted by Mr. McKenna in 1916 at the expense of the United 
Kingdom Exchequer. Mr. Chamberlain now proposed to adopt 
the Commission’s plan, which may be put in his own words: 
* That when within the Empire the same income is taxed twice, 
usually because it is enjoyed in some part of the Empire other 
than that in which it arises, the lower Income Tax should be 
eliminated by the countries concerned respectively in giving 
proportions of their tax equal in the aggregate to the whole of the 
lower tax.’ He proposed to reduce the rate of Income and Super 
Tax * to one-half of the rate of tax charged upon taxable income’, 
the balance of relief, if any, being given by the Dominion con- 
cerned. If an English taxpayer paid 5s. on income which was 
also taxed in a Dominion at the rate of 3s., he would get a relief 
of 2s. 6d. here and of 6d. from the Dominion. At present the 
relief was costing the Exchequer two millions a year and the 
extension would cost another two millions in a full year. 

Mr. Chamberlain began his next proposal with an apology, 
explaining that he would not have cut down the Excess Profits 
Duty to 40 per cent. if he had foreseen that the disorganization 
and unemployment of a year earlier would be followed by a period 
of busy industry with rising prices and profits. So he was going 
to raise it once more, though only to the 60 per cent. rate at which 
it was fixed in 1918. He said the continuance of war conditions 
had created ‘a state of scarcity hardly distinguishable in effect 
from monopoly’ which gave industrial capital abnormal and often 
extravagant profits. But if the Select Committee on * Increases 
“of Wealth during the War’ should propose a levy on such increases, 
and if Parliament should adopt the proposal, then Mr. Chamber- 
lain promised to lower the Excess Profits Duty rate again to 
40 per cent, During the current year the effect of the higher 
rate would be comparatively small, as it only raised the estimate 
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from £210 millions to £220 millions; changes in the rate were 
mainly felt in the following year, and in the two following years 
Mr. Chamberlain expected that the increase to 60 per cent. would 
yield £90 millions. A corresponding increase in the rate of Excess 
Mineral Rights Duty would follow automatically. 

Mr. Chamberlain had not yet finished his proposals for increas- 
ing the taxpayer’s burden, and he now came to a device which has 
since been very severely criticized by business men. This was 
a new tax, which would be for the time being levied concurrently 
with the Excess Profits Duty, ‘ but which, either in the form 
I propose it or in an amended form, may in the future prove 
a substitute for it’. In the previous year he had sent out a 
mission to Canada and the United States to study schemes of 
profits taxation in those countries ; but the results of his inquiry 
and of independent investigation at home had not removed the 
objections to ‘a taxation of profits in excess of a certain return 
upon invested capital’. What he proposed was a Corporation 
Profits Tax * levied at the rate of ls. in the pound on the profits 
and income of concerns with limited lability engaged in trade or 
similar transactions’. Excess Profits Duty would be allowed as 
a working expense in arriving at the profits, and both Excess 
Profits Duty and Corporation Profits Tax would be deducted 
before the assessment of profits for Income Tax. Moreover, in 
order to prevent the new tax falling too heavily on the ordinary 
shareholder of existing concerns with large issues of debentures 
and preference shares, Mr. Chamberlain limited the duty to Qs. 
in the pound on the profits remaining after the payment of prior 
charges. 

Mr. Chamberlain justified his new tax partly by the fact that 
prosperous concerns with a large pre-war profits standard might 
escape Excess Profits Duty, but mainly on the ground that 
limited companies ‘ enjoy privileges and conveniences by virtue 
of the law for which they may well be asked to pay some acknow- 
ledgement’. Moreover partners in a private firm pay Super Tax 
on undivided profits which they place to reserve, while the 
undivided profits of limited liability companies naturally escape 
that charge, since Super Tax is a personal thing. Mr. Chamberlain 
did not explain that limited companies are assessed to the full 
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rate of Income Tax on their profits whether they divide them or 
not, so that, since most shareholders pay less than the full rate 
of Income Tax, the Exchequer obtains revenue to which it is hardly 
entitled. Mr. Chamberlain estimated that the new tax by itself 
would yield £50 millions in a full year, while levied as an addition 
to Excess Profits Duty it would produce £35 millions; but in 
the current year it was not expected to yield more than £3 millions. 
We may add here that the yield from the tax proved disappointing, 
and the outcry from the business world grew so loud that in the 
1923 Budget Mr. Baldwin halved the tax, and Mr. Snowden in 
1924 repealed it. 

These changes were estimated to produce in a full year £198} 
millions, and £95? millions in the current year. At the close of 
the year Mr. Chamberlain reckoned he would have outstanding 
assets as follows: 


£ 
Loans to Dominions 5 119,500,000 
Loans to Allies and for relief (at half face value) 3 883,500,000 
Balance of Indian Loan . é F F , 21,000,000 
Vote of Credit Assets . i : : ih 300,000,000 
E.P.D. Arrears - E : i i : 400,000,000 
Total : ; . 1,724,000,000 


In addition there would be the reparation payments by our late 
enemies, if and when they should be made. In the current year, 
therefore, exclusive of sinking fund, Mr. Chamberlain’s figures 
worked out as follows : 


ig 
Revenue . : P 5 , ‘ . . 1,418,000,000 
Expenditure. : A 3 A . 1,184,000,000 
Available for debt reduction . 5 A A 234,000,000 


These figures gave a sinking fund of 3 per cent. on the total 
debt, and £70,000,000 would be available for the reduction of the 
Floating Debt, after meeting all maturing liabilities without 
reborrowing. But it must be observed that more than the whole 
sum thus available for debt reduction was to be obtained from the 
sale of war stores, which ought not to have been regarded as 
revenue. It was as if a householder paid his rent by selling off 
portions of his furniture. 
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Criticism of the Budget 

Mr. Chamberlain’s Budget was severely criticized as imposing 
intolerable burdens on the taxpayer seventeen months after 
fighting came to an end. But such criticism was worse than futile 
unless it attacked the extravagant and even reckless post-war 
expenditure which made such taxation necessary. Mr. Asquith, 
who had been returned for Paisley, rose after Mr. Chamberlain 
sat down; but for the moment he had only congratulations to 
offer, saying that he had never listened to a statement * which 
covered so much ground with greater lucidity and with more 
persuasive argument’. Thus the task of critic was left to Sir 
F. Banbury, who complained that in spite of this enormous 
expenditure little effort was being made to reduce it. In particular 
he wanted the Land Valuation staff reduced, and some economy 
in the Post Office, which used before the War to make a profit of 
£6 millions a year and was now making a loss of £11 millions. 
How long, he asked, were we going to increase wages in this way ? 
As Member for the City of London Sir Frederick was alarmed at 
the doubled duty on transfers of registered stocks, which would, 
he feared, destroy the free market in these stocks. 

One of the chief features of the Income Tax Commission’s 
Report was the recommendation to raise the limit of total exemp- 
tion for married persons and parents. Sir Frederick believed that 
out of 20 million voters only about 2 millions were subject to 
Income Tax, so that in effect the majority were imposing a tax on 
the minority. He would have preferred to lower the exemption 
limit so as to bring more people under the burden of the Income 
Tax; ‘then they might be a little inclined to support saving.’ 
He wanted to abolish Super Tax and to make up the loss by raising 
the Income Tax. ‘This suggestion, we think, would have defeated 
Sir Frederick’s intentions, for it would have had the effect of 
taxing companies and big firms at the highest rate and of intro- 
ducing immense confusion into claims for repayment. He did not 
like the increase of the Excess Profits Duty, and quoted a saying 
of Mr, Balfour’s that what we were suffering from was ‘ not too 
many rich people but too few rich people’ ; a Government ought 
to encourage the making of profits. Sir Frederick wanted to 
know what guarantee there was that the £234 millions surplus 
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would actually be used for the redemption of debt, since in the 
last year the Chancellor had had to bring in revised estimates in 
October on account of the Government’s extravagance. Mr. 
Chamberlain had said that twenty Budgets like this would redeem 
the National Debt ; Sir Frederick thought that they would ruin 
the country. Sir William Pearce feared that the Budget would 
increase the cost of living and thereby continue the agitation for 
higher wages. Colonel Wedgwood thought the amount assigned 
for debt redemption had been over-estimated, since the interest 
accruing on War Savings Certificates was being added to the debt 
and no account was taken of interest on the American debt. 
These two items he put at £75 millions a year, though £60 millions 
proved too high an estimate for the interest on the American debt. 
He would have preferred a higher Income Tax all round to the 
Corporation Tax on the income of ordinary shareholders, though 
his real proposal was to reduce the debt, and taxation, and the 
cost of living by a levy on capital. Colonel Wedgwood objected 
to the concessions to landowners in the repeal of the Land. Value 
Duties. Some scientific criticism came from Sir Samuel Roberts, 
who pointed out that Income Tax was now yielding five times as 
much as before the War, while Customs and Excise yielded between 
three and four times as much. Direct taxation, if Excess Profits 
Duty be included but not Stamps, contributed 70 per cent. of the 
revenue as compared with 53 per cent. before the War, and it 
was being paid by about 2 per cent. of the population. He wel- 
comed the reduction of the Floating Debt, but he thought that it 
was impossible to pay off the War Debt in twenty years. Mr. 
Chamberlain at once explained that there was no intention to 
maintain a sinking fund at its then height after the first great 
reduction of debt had been made. Business men were much 
opposed to the Excess Profits Duty, maintaining that it was a 
most wasteful tax ; Sir J. Harmood-Banner argued that managers 
did not trouble about expenses and would spend recklessly, saying, 
‘I shall charge it against Excess Profits and it does not matter’. 
As manufacturers had suggested alternatives to the Excess Profits 
Duty, including the Corporation Profits Tax, they were very 
angry at finding that their new tax had been adopted while the 
one of which they complained had been raised. 
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Members of the Land Values group were naturally angry at the 
disappearance of the chief feature in ‘ the People’s Budget’ of 
1909-10, though Mr. Raffan welcomed the continuance of the 
Valuation Department. He complained that a Select Committee 
had not been allowed to investigate the Land Values taxation in 
some of the Colonies, and asked why the Chancellor should have 
sent a commission to America while refusing the Committee 
facilities for inquiry in Australia and New Zealand. After 
further discussion the various duties were passed without a 
division, and the discussion was adjourned till the next day, 
when Mr. Asquith resumed his criticism of the Budget. On the 
whole he was favourable to it. He expressed ‘ unqualified 
satisfaction’ at the large proportion (36 per cent.) of the War 
cost which we had contributed by taxation, and made the extra- 
ordinary statement that this represented ‘ a practically continuous 
policy pursued from the earliest days of the War’. War taxation did 
not really begin until Mr. McKenna’s Budget of September 1915. 

Forgetting his first dictum Mr. Asquith next pointed out that 
the ‘miscellaneous receipts’ were being treated as revenue, 
whereas in fact they represented realizations from the Votes of 
Credit for war purposes, and therefore ‘ ought to be earmarked 
for repayment of loans’. If they had been so treated the past 
year’s nominal deficit of £326 millions would have been raised to 
something like £500 millions, and in the present year there would 
be no surplus at all. The ex-Premier welcomed the reduction of 
the external debt and of the Floating Debt during the past year. 
Naturally he had something to say about the abolition of the 
Land Duties, which had been ‘ if not the most important certainly 
the most contentious chapter in the Budget of 1909’ ; in principle 
and conception he still thought them perfectly sound. Mr. 
Asquith approved of the higher Beer and Spirit Duties, though 
he was doubtful about the addition to the Wine Duties. The 
addition would affect our three Allies, France, Portugal, and Italy, 
as well as Spain, and was not likely to yield much revenue. He 
agreed entirely with the increased Stamp Duties, and thought 
that the lower starting-point of the Super Tax was a good thing ; 
as to the other changes in the Income Tax he preferred to suspend 
judgement, though he favoured the abolition of the three years’ 
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average. In principle he thoroughly approved of the Corporation 
Tax, and held that bonus shares should be treated as income. 

Turning to expenditure he thought the Army Estimates very 
high, and feared that they might be increased; but he was more 
concerned about the £500 millions ‘for what are vaguely and 
misleadingly described as Civil Services’. While the ex-Premier 
could not denounce the war finance of 1914, Mr. Clynes, who 
spoke for the Labour Party, felt no such responsibility, and began 
by declaring that our Government during the War ‘ borrowed 
too much and entered into too many commitments’. Now the 
borrowing policy had been stopped, because the country had 
refused to lend to the Government. Perhaps he forgot that most 
members of the Labour Party during the War were pressing for 
higher expenditure and higher wages, while objecting to all 
taxation of the working classes. This Budget, he said, would 
increase the cost of living and ‘ intensify the race between prices 
and wages’, yet he reckoned that the workers had not profited 
as compared with their pre-war standard of living from all the 
advantages they seemed to have secured. Mr. Clynes regretted 
that the taxes on tea, coffee, and sugar had not been reduced, but 
he welcomed the relief that was to be given to the poorer class 
of direct taxpayers by the new Income-Tax scales. He thought the 
Beer and Spirit Duties too high seeing that the quality had been 
so seriously lowered. But he approved of the higher Excess 
Profits Duty. His main contribution to the debate was to propose 
a levy on capital, which could, he said, be introduced * without 
damage to trade or business or industry’, though he admitted 
that it would not work fairly. If the levy fell on accretions of 
wealth during the War Mr. Pretyman, a stout Tory, said he would 
welcome it, but he thought the difficulties of valuation and so on 
were insuperable, especially if you wanted to value at one time the 
whole of the assets of the country. Mr. Pretyman, speaking for the 
landed interest, maintained that of all classes agricultural land- 
owners had derived the least advantage from the War, as was being 
demonstrated by the numerous sales of farms. Turning to 
expenditure he declared that while the National Debt was costing 
£320 millions a year, expenditure for the benefit of the working 
classes came to £350 millions. 
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Sir Ryland Adkins thought that a capital levy would lay ‘a 
very great burden on a large number of persons whose resources _ 
had been diminished by the War’. He hoped that the very 
severity of the taxes might bring about a more widespread realiza- 
tion of the need for economy everywhere, and most of all in 
Government services. Here the Minister of Transport intervened 
to explain the new motor-car taxation. Petrol; he said, was 
a measure of the use of the roads by certain mechanically propelled 
vehicles, but it was a bad measure, because an increasing number 
of vehicles were using coal, oil, or benzol. Representatives of 
mechanical transport users had agreed that the proposed tax 
was reasonable. . 

Mr. Mills regarded the Budget as extinguishing the hope that 
Germany was going to pay such an amount as would justify the 
promises made at the last General Election. He complained that 
earlier speakers had shut their eyes to the effects of our foreign 
policy and to the enormous cost of maintaining troops in Mesopo- 
tamia, Constantinople, and Palestine. Mr. Mills thought that 
the Post Office need not be run to pay, and objected strongly to 
the higher letter rates. He did not like the ‘ breakfast table 
taxes’, maintaining that the principle of indirect taxation was 
vicious— sooner or later you will have to adopt a more equitable 
system of taxation placed upon income’. Mr. Marriott agreed 
with Mr. Mills in disliking that part of the Budget which would 
help to raise prices, but what he disliked most was the increased 
Excess Profits Duty. On general grounds he thought that the 
bold proposals of the Budget demonstrated the financial strength 
of the country and would improve British credit. Still he 
regretted that Mr. Chamberlain had not done more to reduce 
expenditure instead of increasing taxation, and he thought too 
much was being done for debt redemption. A tax on war wealth 
should be welcomed if it could be managed, but he thought a 
general levy on capital would be much easier. The same speaker 
drew a distinction between legitimate profits and what was called 
‘ profiteering’ ; a man who makes profits legitimately is a great 
public benefactor, and it is a mistake to regard profits ‘ either as 
a deduction from wages, which, in nine cases out of ten, they are 
not, or as an addition to prices, or both’, As a rule profits 
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are the remuneration for an exceptional degree of business 
acumen. 

Captain Coote welcomed the Budget because it made a 
definite attempt ‘to get people down to the task of paying off 
debt instead of filling their own pockets’. But he regretted that 
Mr. Chamberlain had adopted the proposals of the Royal Com- 
mission for raising the limit of exemption from Income Tax, 
which was a totally wrong principle. Income tax, he said, was the 
only means by which a citizen was brought to recognize his duty 
to the State. He wanted no exemptions, except for the pauper, 
and he would balance the new burden by lowering the indirect 
taxes. He was ready to support a levy on war wealth without 
drawing any distinction between the methods by which it had been 
amassed, because the man entitled to consideration was the one 
who actually risked his life and limb. 

Mr. Trevelyan Thomson regretted that the Chancellor had not 
‘dealt boldly and drastically with the question of war wealth’ 
instead of waiting for the report of a select committee. He 
deplored the repeal of the Land Duties and said that they were 
never expected to yield large revenue in the early years, but as 
time went on ‘ there would be a heavy increment value accruing 
to the State from the land surrounding our large towns’. Already 
the Valuation Department had saved the taxpayers and rate- 
payers a million pounds in the price of land required for housing. 

When discussion was resumed next day Sir D. Maclean started 
an attack on the Excess Profits Duty, which he regarded as ‘a 
really bad tax’. He welcomed the new allowances for married In- 
come-Tax payers, and would have liked a special tax on bachelors. 
He was strongly against the repeal of the Land Duties. Turning 
to expenditure in general he said that the only real remedy was 
economy all round—‘ a penknife is of no use, it is an axe you 
want’; he feared there would be more supplementary estimates 
for Mesopotamia, which was proving a very costly acquisition 
for British taxpayers. 

In his reply Mr. Chamberlain expressed gratitude for the 
appreciation shown by Members and for the mild criticism of 
Budget details. He explained that the Corporation Tax would 
not exceed either one shilling in the pound of the company’s 
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profit or ‘ one-tenth of the sum available as dividend or reserve 
for the benefit of the ordinary shareholders after deduction of 
fixed interest charges’. It would apply to Co-operative Societies, 
indeed the minority of the Royal Commission on Income Tax, 
who objected to the taxation of Co-operative Societies, admitted 
in a special memorandum that these societies might pro- 
perly be made liable, as separate legal entities, to a Corporation 
Tax. Building Societies differed very much, but Mr. Chamberlain 
thought they would nearly all be outside the tax. In answer to 
Mr. Asquith’s question about a tax on bonus shares, Mr. Chamber- 
lain corrected a very common error when he pointed out that the 
profits accumulated by companies and eventually distributed in 
the form of bonus shares have all paid Income Tax. Companies, 
we may here observe, are taxed on their full profits at the standard 
rate before any dividends are paid, and as many shareholders 
are only liable to half the standard rate and some obtain com- 
plete exemption, the revenue gains when profits are placed 
to reserve instead of being distributed, since the loss of super- 
tax is probably much less than the gain from the avoidance of 
repayment claims. 

Defending the increased Wine Duty, Mr. Chamberlain mentioned 
that the French Finance Minister and the French Government 
were about to take drastic steps to restrict the importation of 
luxuries including prohibition of certain kinds; so the French 
could not complain if French wines were subjected here to a higher 
tax. In fact there had been an enormous increase in wine imports ; 
the clearances having risen from 11,367,000 gallons in 1913 to 
19,174,000 gallons in 1919. 

Questions had been asked about the effect of increase in the 
Excess Profits Duty, and Mr. Chamberlain explained that the 
estimated increase of £100 millions would not be realized in the 
current year, since what was received in cash one year was mainly 
the produce of a tax in the previous year. A more difficult 
question was that of the large sum—£280 millions—to be received 
from Miscellaneous Receipts. If, as Mr. Asquith suggested, the 
Chancellor had treated this sum as capital to be used for the 
reduction of debt, he would have been left with a revenue of 
£1,059 millions and an expenditure of £1,665 millions, leaving 
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a deficit of £606 millions. A company would show this loss 
on its balance sheet and would deduct the capital assets of 
£280 millions which had been realized during the year, leaving 
£326 millions to be borrowed. Since ‘the system of accounts 
imposed on the Government does not include a balance sheet, 
both the capital loss and the £280 millions are dealt with in the 
revenue and expenditure account, but the result is exactly the 
same.’ Mr. Chamberlain went on to analyse the items in the £320 
millions of * extraordinary receipts’, explaining that £74 millions 
was * expenditure incurred in the getting in of receipts’ ; therefore 
he argued that he was providing ‘ for the reduction of debt more 
than the whole of the amount of the net assets realized within the 
year’. Further he asked why we should bear all the extraordinary 
and abnormal charges which are the direct results of the War,! 
and take no credit for the abnormal receipts which were equally 
the result of the War. If he had adopted the continental device 
of * Ordinary’ and ‘ Extraordinary’ Budgets, he could have put 
£300 millions into * extraordinary expenditure’. 

It was easy for the Chancellor to play off critics who said 
he was paying off too little debt against those who said he was 
paying off too much; but he could argue that the old clear 
distinction between the Floating and the Funded Debt had gone, 
because there were so many short-dated issues which gradually 
turned into Floating Debt. He prophesied that next year there 
would be £300 millions for debt redemption. In answer to 
criticisms of the Excess Profits Duty Mr. Chamberlain said that 
abnormal profits were continuing and repeated his offer to reduce 
the rate from 60 to 40 per cent. if the House would adopt a levy 
on war wealth, but he did not like any kind of levy. As between 
a general capital levy and one on war wealth he preferred the 
second, because it would be ‘ some approach to an equalization 
of war sacrifice’, whereas a general levy ‘ exaggerates the hard- 
ships which war has brought’ ; moreover, as it was not associated 
with war conditions, it might be repeated at any moment. 


£ £ 
1 Demobilization . . 29-5 millions Air Force and Navy . 27 millions 
Loans to Allies . . 386 5 Bread subsidy 5 
Ministry of Munitions. 27 os Railways . ‘ . 25-5 
Ministry of epee . 16 “s Coal Mines . ; LS 
Ex-soldiers fae ©-7) Pe 


Total ‘ . £248 millions. 
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Mr. Clynes had contrasted what the State was doing for the 
ex-soldier with what it was spending on interest on the debt. 
Mr. Chamberlain replied, first, that there was much expenditure 
besides that for pensions ‘ which goes directly to the benefit of 
the classes on whose behalf Mr. Clynes professes to speak’. 
Secondly, a great part of the debt was held by foreigners, and 
another part was widely held by people of very small means. 
No one could say that the wealthier classes were not paying their 
share in Income Tax, Super Tax, and provisions for Death Duties : 
a man with £26,000 a year would pay 13s. out of every 20s. he 
received, a man with £50,000 would pay 14s., with £100,000 he 
would pay 15s. 3d., and with £150,000 he would pay practically 
16s. Referring to expenditure Mr. Chamberlain called attention 
to the marked reduction as compared with last year, and expected 
another marked reduction next year; he agreed that it was the 
Treasury’s duty to watch carefully all estimates, but he would not 
attempt to win popularity for himself by dissociating himself 
from estimates of which he had approved. 

Sir J. Norton Griffiths begged the Government to cut down 
their expenditure to the measure of their income and forbid 
supplementary estimates. In this request Sir John was supported 
by Mr. Barnes, who believed as an ex-Cabinet Minister that there 
was still ° a good deal of cutting down to be done in the Gover- 
ment Departments’. Mr. Barnes hoped that something would 
be done to tax the war millionaires; he regretted the abolition 
of the Land Taxes. Sir W. Davidson suggested a tax on exported 
works of art and quoted a memorial from the Royal Academy in 
support. He supported Sir F. Banbury in criticizing the policy 
of doles, though willing to pay taxes for the reduction of debt. 
A careful defence of Co-operative Societies was made by Mr. W. 
Graham, who explained why, as a member of the Royal Commis- 
sion, he had agreed to a profits tax being applied to these societies. 
He argued that co-operators were already paying Income Tax 
(1) on their investments, (2) on the profits of non-mutual trading, 
and (3) on the interest of their share capital ; but the ‘ dividend ’ 
was not profit in the ordinary sense and therefore not taxable. 
On the whole he welcomed the C.P.T. and even thought that it 
might be extended, but he explained that when he signed the 
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minority statement suggesting that a C.P.T. might be applied 
to Co-operative Societies ‘we certainly never imagined there 
would be a Corporations’ Tax in this country’. 

Mr. Greenwood asked what was the difference between 
Co-operative Societies and his own company, in which there were 
1,000 shareholders, only seven of whom did not earn their daily 
bread. Mr. Billing objected to the horse-power standard for 
motor taxation, arguing that if the Chancellor wanted to tax the 
people who were destroying our roads he should tax either petrol 
or tyres. The horse-power standard worked most unfairly between 
different makes of car; Mr. Billing had a car of 109 horse-power, 
* which does more to destroy the roads in a week than a Ford car 
in a year’, yet he would only pay £27 a year. Moreover, the 
tax would not be assessed on real horse-power but only on the 
size of the engine, which was a different matter. 

As an illustration of the feelings and opinions of a small but 
growing section of public men who were beginning to protest 
against the extravagance of the Government, we may quote the 
following : 

* This year’s Budget displays such staggering and profligate waste on 
the expenditure side that it is difficult to express much gratitude to the 
Chancellor of the Exchequer for endeavouring to balance his accounts 
by adding enormously to our already oppressive burden of taxa- 
tion... But with Mr. Lloyd George as Premier and Mr. Churchill at the 
War Office, Mr. Chamberlain deserves credit for honesty and courage in 
insisting on additional taxation.’ ! 


The surplus was estimated at £234 millions, but as at least 
£302 millions appeared to come from war stores there was really 
a deficit of £68 millions. However, Mr. Chamberlain made a better 
showing by declaring that £300 millions of the expenditure was 
temporary ; but he admitted that the enormous revenue was also 
temporary especially from Income Tax and Excess Profits Duty. 

This neglected topic of economy was introduced on 19th April 
by Mr. E, Harmsworth, who became prominent in an * Anti- 
Waste’ agitation. He complained that Mr. Chamberlain’s speech 
contained no reference to guarantees that expenditure would be 
cut down. The Budget, he said, was ‘ very strong on taxation and 


1 See Common Sense, 14th April 1920. 
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very weak in the cutting down of expenditure’. In particular 
he wanted to do away with the subsidies, which were misleading, 
and the Labour Exchanges, which were doing useless work. He 
thought that there was much room for saving in Mesopotamia 
and Palestine. 

When the discussion was resumed on 27th April Mr. Neil 
Maclean proposed to repeal the Tea Duty as a general protest 
against indirect taxation, which he considered iniquitous. Later, 
in reply to a query from the Chancellor, Mr. Maclean agreed to 
carry his principle to its logical conclusion and extend the Income 
Tax downwards. Mr. Chamberlain admitted that the tea tax was 
unfair if you took it by itself, but the inequality was corrected by 
the Income Tax and other charges falling on the direct tax-payer. 
He argued that the Labour Party would not accept the only 
alternative to indirect taxation ; indeed, the Labour benches had 
been pressing last year for a higher exemption limit from Income 
Tax, which he was granting to some extent by adopting the 
recommendations of the Royal Commission. 

A speech by Colonel Ward led to an interesting discussion 
on the merits of direct and indirect taxation as applied to wage- 
earners. He agreed that direct taxation, if practicable, would be 
much better for the working classes, and he thought that the 
taxes on beer and spirits were a much greater burden than the 
tea duty. Colonel Ward complained that the working man was 
forced to pay taxation without knowing it, and suggested that 
a committee should be set up ‘ to decide what was a proper pro- 
portion of direct taxation the man with £2 or £3 a week should 
pay’, because the moral influence of paying taxes direct would 
be an education. Mr. J. H. Thomas could not admit that a tea 
duty was preferable to a beer duty, but he was opposed to indirect 
taxation in general—even to the compounding of local rates. 
He would agree to a lower Income-Tax limit in return for less 
indirect taxation, but he at once neutralized the concession by 
arguing that the present limit was already too low. Colonel 
Wedgwood had more courage and declared that the working 
classes would rather have a lower Income-Tax point than the 
present indirect taxation, but Mr. Chamberlain intervened to 
relate how he was pressed, a year ago, to raise the Income-Tax 
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point, and was threatened that well-paid workmen would strike 
if he did not. Nevertheless Colonel Wedgwood insisted that 
he had dealt with the question at meetings and found that his 
audiences preferred direct to indirect taxes. His practical pro- 
posal was that the bread subsidy should be abolished and the 
money thus saved used to take off the ‘ breakfast-table’ duties. 
He added that the Government had invented a fresh form of 
indirect taxation by depreciating the currency. 

Objection to the heavy increase in the Champagne Tax was 
taken by Colonel Guinness, who said that France would resent it ; 
moreover, the champagne country had suffered specially during 
the War and now depended mainly on this country for its market, 
having lost Russia and the United States. In his reply Mr. Cham- 
berlain tried to minimize the effect of his champagne tax, and 
promised to receive a deputation from the wine trade if it could be 
made representative. He insisted that the old rates of taxation 
bore no proportion to the prices at which wines were sold. 

On behalf of the tobacco trade Mr. Hood protested against the 
50 per cent. ad valorem duty on imported cigars, declaring that it 
would drive many firms out of business. The large stocks now in 
hand would be practically unsaleable at the enhanced price. 
Again Mr. Chamberlain offered to receive a deputation from the 
trade affected, but argued that the tax was not so heavy as it 
appeared. On a medium-sized Havana cigar, running 80 to 
the Ib. and worth 7d. on the basis of the 1919 import value, the 
ad valorem duty would be 15s. per lb. or 2d. a cigar. 

During further discussion of the motor vehicle taxes Major 
Prescott, as a road engineer, said there were thousands of miles 
of roads in a thoroughly bad condition, and it was a false economy 
not to repair them at once; but road users must make a larger 
contribution towards the cost of upkeep, and the Petrol Duty 
would not yield enough money. Colonel Pinkham asserted that 
one of the largest omnibus companies in London escaped the tax 
by using benzol. Some years ago six inches of concrete under 
asphalt or wood pavement was all that a road engineer required, 
but now the heavy motor pounded the concrete to pieces, and 
‘you have now to put in twelve or fifteen inches of concrete, and 
often to reinforce that’. 

1569.57 Y 
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In place of the Chancellor a reply for the Government was made 
by the Minister of Transport, who said that somehow or other 
£8 millions a year had to be claimed from motor owners. He was 
willing to consider a tyre tax if any one would make out a workable 
plan. He contended that no motor organization except the Royal 
Automobile Club and the Automobile Association dissented from 
the tax on vehicles; but he did not explain that the owners of 
commercial vehicles stood to gain largely under the new system. 

After a long discussion of Income Tax on husband and wife 
and on the relations between Super Tax and Income Tax, a number 
of resolutions were passed without a division, and on 28th April 
the Committee passed to the most controversial part of the Budget, 
the proposed increase of the Excess Profits Duty from 40 to 
60 per cent. 

Mr. Terrell opened with a well-argued attack on the duty 
as a whole, pointing out its unfairness as between firms with a 
good pre-war standard and firms with a bad pre-war standard, 
or between old firms and new firms. Support for the Government 
came from Mr. A. E. Green, who thought that we could pay 
taxation better in 1920 than in 1925. Mr. Baldwin, in a cogent 
speech, argued that the hard cases had been met by earlier 
modification of the duty, especially in Mr. Bonar Law’s Budget of 
1917, but he promised further concessions to the small man. 
At the time prices and profits were high, with a practical monopoly 
in some kind of goods ; therefore war conditions were continuing 
and war taxation continued too. Sir Donald Maclean agreed that 
the tax was a bad one, but thought that it could not be avoided 
during that year, though he thought that some grievances might 
be removed. 

Mr. Remer argued that the past year’s good trade was partly 
the result of the halved Excess Profits Duty in the 1919 Budget, 
and he maintained that prices would have been higher than they 
were but for that reduction. As an alternative both to the Excess 
Profits Duty and to the suggested tax on war wealth, he suggested 
an increased Income or Super Tax and a 2s. corporation tax. 
Already the increased duty was preventing the extension of works; 
moreover, the duty acted as a protection to the great trusts if 
they had a good pre-war standard. The duty was being evaded 
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by unscrupulous persons, and could be evaded legitimately by 
business concerns which had property abroad. 

In defence of the duty Mr. Lawson quoted evidence by the 
temporary Chairman of the Board of Inland Revenue to the effect 
that £4,000 millions of war wealth (a gross exaggeration) had gone 
into the pockets of certain individuals. He added that the 
amount of new capital subscribed in 1919 was five times the 
amount subscribed in 1913, so business interests could not have 
suffered much from the Excess Profits Duty. He complained of 
the extravagant expenditure by people who had made war profits. 
As the amendment would have wiped out the Excess Profits Duty 
altogether it was negatived. Sir F. Banbury then rose to move 
that the duty should remain at 40 per cent., and argued that the 
ten millions to be obtained during the current year might very 
well be left out to give time for considering some alternative. His 
own suggestion was that expenditure should be reduced, and he 
pointed out that in 1910-11 the Civil Services cost £70 millions 
and were now costing £419 millions, which was really in advance 
even on the expenditure for 1919, because in that year £1154 
millions were advanced to the Dominions and Allies, whereas 
in the current year the amount was only £36 millions. Of course 
this sum ought not to have been included in the Civil Service Vote, 
being evidently a war expense ; the other great item was the cost 
of war pensions, which should also have been treated as military 
rather than civil expenditure. Sir Frederick argued that the more 
money the Committee gave to the Government the more it would 
spend, so that the right thing was to insist on saving. How true 
this was events of the next two or three years proved; for 
when the Government had to face a demand for economy which 
threatened its own existence in office, it cut down its expenditures 
in a very short time. Within three years the Excess Profits Duty 
ceased to bring in any revenue, the Income Tax was down to 
4s. 6d., and the Corporation Profits Tax halved. Mr. Griffiths, 
a Labour Member, did not want saving, and asserted that the 
most important industries did not require more capital. He 
declared that in the Lancashire cotton trade there were ‘ hundreds 
of mills idle’, but, when asked to mention one, he could not do so, 
and said, ‘Very well, spindles; but spindles make a mill’. 

Y2 
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Mr. Griffiths would have liked a 100 per cent. duty. As a Member 
for a cotton district, Mr. R. Carter supported the amendment 
because it would help the young firms and business men who had 
been engaged in the War. Mr. Chamberlain promised to consider 
concessions to small and new businesses, but he claimed that the © 
big businesses could well afford to pay 60 per cent. Ignoring the 
economists he declared that no real alternative to the tax had been 
suggested except that ‘somebody else should be taxed’; thus 
the Federation of British Industries wanted a tax on all earnings 
from trade, agriculture, and the professions. The Chancellor 
insisted that it was his duty to persuade the House and the 
country ‘to make a real effort now, while prices are still high, 
while taxes still give a large return, while trade is still prosperous, 
to reduce that vast load of debt’. On a division the amendment 
was rejected by 287 votes to 75, the minority being composed 
almost entirely of Conservatives. 

The Corporation Profits Tax was the only new tax in the 
Budget, and Sir Arthur Fell, opposing it on behalf of the business 
community in the City of London, said that it was also the first 
tax directed against limited liability companies. He argued 
that it was really a tax of more than ls. in the pound because 
debenture holders would not pay anything, so that, where prior 
charges and ordinary capital were equal, the shareholder would 
pay 2s. in the pound; moreover, this tax would be paid by small 
shareholders whose incomes were below the Income-Tax level. 
Mr. Waterson, as the representative of the co-operative societies 
in Parliament, was naturally concerned to find that the tax would 
apply to them, and wanted to know how it would be assessed. 
Mr. Chamberlain intervened to explain that the tax would not 
be levied on the ‘ dividend or bonus returned to purchasers in 
proportion to their purchases ’.! 

On the Second Reading of the Budget on 11th May the 
notorious Horatio Bottomley took the unusual course of moving 
the rejection of the Finance Bill, mainly on the ground that the 
Budget proceeded on the wrong principle that it was the Chan- 
cellor’s duty * to ask for such money as the spending departments 
had told him they required’ ; he argued that on the contrary the 


1 98th April 1920. 
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Chancellor was their financial chief, and ‘ should tell them the 
maximum amount which he is prepared to grant for their service’. 
Mr. Bottomley said that £1,000 millions would have been enough ; 
he objected to the debt repayment, holding that the War had been 
fought for the benefit of posterity and that posterity might pay 
for it; perhaps this would make the next generation less ready 
for another war. High taxation, he said, was depressing the 
Government’s credit, and every war stock stood ‘ at a ridiculous 
discount’ ; Government loans had shrunk £400 millions in market 
value since Mr. Chamberlain became Chancellor. Mr. Bottomley 
described his Victory Loan Club, which had already made a large 
loss. He objected to Mr. Chamberlain’s proposals for increased 
taxation, and suggested as alternatives : 

(1) a 5 per cent. tax on all property throughout the country 

(which would bring in £1,000 millions) ; 

(2) taxes on advertisements, betting, and racing ; 

(3) the issue of premium bonds ; and 

(4) the confiscation of dormant bank balances and unclaimed 

securities. 

His only direct support came from Colonel Claude Lowther, 
who seconded the rejection, mainly as a protest against the 
mcereased Excess Profits Duty, and suggested as alternatives 
‘a rigid and stern and strenuous economy’, or else turning the 
Excess Profits Duty assessment into a forced loan without interest 
for five years. Mr. Barnes supported the Budget on the whole, 
approving of the higher taxation on intoxicants because people 
could do without them, and thanking the Chancellor for extending 
the Income-Tax allowances. But he was against the Corporation 
Profits Tax and especially its application to co-operative societies ; 
he said that the societies could evade taxation either by not putting 
anything to reserve or by selling goods at cost price and abolishing 
the ‘ dividend’; but he would not mind co-operative societies 
being taxed either on their turnover or on the interest paid on their 
eapital. 

Mr. Waterson, the Co-operators’ representative, tried to draw 
a distinction between a society and a limited company, which 
was ‘ a concern financed and run in the sole interest of profit for 
shareholders’. But a co-operative society surely exists for the 
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benefit of its members, and is no more a charitable institution 
than a railway company! Definitely philanthropic bodies like 
garden city companies or cottage building societies pay Income 
Tax. Mr. Waterson also drew an untenable distinction between 
‘the society’s money’ and the ‘members’ money’. In America, 
he said, the Corporation Tax did not apply to the societies, 
In his reply Mr. Chamberlain pointed out that even those who 
disagreed (including all the Labour Members and the Co-operators’ 
representative) with the majority of their colleagues on the Royal 
Commission, said that the societies might be subjected to a 
Corporation Profits Tax. Answering the charge of neglecting 
economy the Chancellor said that * while expenditure from revenue 
on the Debt has gone up this year from £332 millions to £579 
millions, the expenditure from revenue on Supply Services has 
fallen by £488 millions’. Next year there might be a further 
reduction of from £200 to £250 millions. Last year the expenditure 

‘ was not the gross sum voted, but the net sum required after the 
appropriations-in-aid of large receipts which did not come out 
of taxation. Add these, and you then find that the expenditure 
on Supply Services is lower not by £488 millions but by £822 
millions.’ But all this was comparing peace expenditure with 
war expenditure! He assured the House that no large items in 
the estimates could be retrenched at once except the bread 
subsidy. Mr. Chamberlain could not agree with Mr. Bottomley’s 
principle that it was for the Chancellor to say to the departments, 
* I can find so much money, and not a penny more can you have’ ; 
a Chancellor could not dissociate himself from the policy of the 
Cabinet. Through the Finance Committee of the Cabinet the 
expenditure of particular departments had been investigated, 
especially the estimates of the Army, Navy, and Air Force; 
‘ You cannot have the same elaborate investigation into all the 
details of all the departments.’ 

A year ago he had reduced the Excess Profits Duty on 
80 per cent. to 40 per cent. in the belief that prices and profits 
would fall and that the trading year would be disturbed and not 
very prosperous ; in fact trade had been very good, profits had 
been very high, prices were not falling but were rising. Hence 
the exceptional profits, which were the original justification for 
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the tax, continued. The alternatives suggested were not prefer- 
able ; some of them, e. g. premium bonds and deferred annuities, 
only postponed the difficulty, and tax-free securities were most 
attractive to the very rich investor. A forced loan had no 
advantage over a levy on capital;. nor was a tax on turnover 
desirable, even if restricted to the final sale by retail; it 
had been considered and rejected by Mr. Law; and Mr. 
Chamberlain’s advisers had reconsidered the plan and reported 
adversely. 

Another suggestion was a levy on war wealth, which might be 
justified on the ground that ‘ whilst the country on the whole is 
poorer, certain people, owing to the reasons that make the 
country as a whole poorer, are richer, and some of them very much 
richer’. This wealth might have been won quite honourably, 
but since other classes were poorer there had been ‘a great 
inequality of financial sacrifice’, therefore those who had been 
fortunate should make some special contribution in the extra- 
ordinary needs of the time. But he would want the levy to 
promise a yield of £500 millions before he could reduce the Excess 
Profits Duty from 60 per cent. to 40 per cent. ; in that case he 
hoped to bring the duty to an end in a year or two. 

Mr. Holmes reminded the House that ‘ our industrial pros- 
perity has been built up on unspent profits’, when firms and 
companies refrained from dividing up to the hilt and turned part 
of the year’s profits into capital. The Civil Service estimates 
were still much too high, and money might be saved by having 
fewer departments. Mr. Chamberlain explained that a Controller 
of Establishments had just been appointed who was carrying out 
. detailed investigations into staffing arrangements. Mr. Holmes 
could not agree with the Chancellor’s calculation that a flat-rate 
tax of 5s. 6d. in the pound would be required to replace the 60 per 
cent. Excess Profits Duty, since the duty had caused great 
extravagance and great evasion ; consequently a much lower rate 
of flat tax would yield the same revenue. Further, revenue should 
also come from the recently sanctioned increase in the price of 
coal, especially when the coal trade should be freed from control 
in August. Now that wages in many industries were governed 
by the Cost of Living Index an addition to the tea and sugar 
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taxes involved an addition to wages in these trades and an 
agitation for a similar increase in other trades. 

Mr. A. M. Samuel argued that a levy would not really pay off 
debt, it would only cancel assets; there were, indeed, no short 
cuts to debt redemption, and it was unwise to take away capital 
from industry. Mr. Palmer supported a levy on war fortunes, 
but doubted whether the Chancellor was serious- about economy. 

By far the best argument on behalf of the co-operative 
societies was that of Mr. Aneurin Williams, who began by stressing 
the difference between the trading of a mutual society and the 
trading of an ordinary commercial business concern; the first 
was ‘ simply a combination of people to buy wholesale and thereby 
make an economy that any one else can make by buying whole- 
sale’. The saving thus made was not really a profit, and thirty 
years earlier the leading case of New York Life Insurance Company 
v. Styles decided that the surplus which arises from mutual 
insurance is not a profit. Then Mr. Williams dealt with the 
argument that if the whole business of the country was done 
co-operatively there would be no Income Tax. ‘No,’ he replied, 
“there would be an enormous amount of capital in the hands of 
the societies and Income Tax would be paid on the interest.’ No 
one intervened to ask whether the individuals to whom interest 
might be paid would be liable to Income Tax at all, and how many 
would pay at the full rate. Mr. Williams supported the Chan- 
cellor’s debt redemption proposals on the ground that we must 
put the country into a position to meet the next great emergency 
when it might have to borrow again on a big scale. 

In opening the discussion next day Mr. Preston believed that 
he was the only manufacturer in the House who had a word to 
say in favour of the Excess. Profits Duty, which he preferred to 
a flat-rate tax; but he opposed the Corporation Profits Tax, 
because it was unjust to tax investors in limited companies, 
since few of them were liable to pay the full 6s. Income Tax. 
Mr. Cautley argued that rates should be added to taxes in con- 
sidering a citizen’s ability to pay; this he thought would show 
that the rural ratepayer, and especially the farmer, was over- 
taxed. Mr. Trevelyan Thomson put in a plea for the ratepayer 
in the industrial areas. 
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Speaking for the Labour Party, Mr. Graham was fairly satisfied 
with the Budget, especially with Mr. Chamberlain’s adoption of 
certain recommendations made by the Royal Commission on 
Income Tax, which now gave complete exemption from Income 
Tax to a man earning £350 if he had a wife and three children. 
Yet the allowances for widowers and for people with dependent 
relatives were still too small; Super Tax on the larger incomes 
might be increased. 

Mr. Pretyman answered the land taxers by pointing out (1) that 
the Valuation Department was not being abolished with the 
Land Taxes, and (2) that this department was established a year 
before the Budget of 1909-10. He thought that the Co-operators 
would be wiser to base their claim for exemption on mutual 
trading like clubs, not on the absence of profits. He condemned 
the Corporation Profits Tax vehemently because it was really 
a double income tax. Following these criticisms of special taxes 
Mr. G. Lambert undertook the much more useful task of attacking 
the expenditure which made heavy taxes inevitable. He begged 
the Chancellor to follow the financial example of Mr. Gladstone 
and really reduce expenditure. When Mr. Lambert first entered 
Parliament Sir William Harcourt would have been up in arms 
against a proposal to spend £100,000; ‘ Now it is not £100,000 
but £100,000,000; and that hardly turns a hair in the House 
of Commons. These new notions that the Government can 
ee happiness and prosperity are anathema; the less the 

overnment has to do with industry and the less taxation it 
imposes the better for the country as a whole.’ Therefore, ‘ instead 
of imposing this enormous load of taxation, let us cut down 
expenditure’; the country would not be saved by Government 
departments, they all cost money and were probably not worth 
having. ‘ We have to go back to the expenditure before the 
War upon armaments and other matters.’ He gave some striking 
figures : 


Department 1913 1920 
£ £ 
Army and Air Force Z % ’ . 28,000,000 146,000,000 
Navy. .. ; ; , p 46,000,000 84,000,000 
Education . : 4 i . 19,000,000 58,000,000 


SS SISTINE RSL Sa a NR Se oe ne 
Number of Dockyard employees. : 56,000 84,000 
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Was this expenditure necessary, and did we get value for 
our money? ‘Nobody takes any interest when the House of 
Commons is voting money; but they all take an interest in the 
tax collector when he comes along.’ In the days of Gladstone, 
Harcourt, Goschen, or Hicks-Beach, ‘ the Treasury was the watch- 
dog; in recent years it had become a kind of dispensing’ fairy, 
dispensing money all over the country ’. 

Mr. Baldwin answered the criticism based upon increased rates 
by showing that since 1914 Government grants for education had 
grown from £20 millions to £52 millions, for police from £14 million 
to£11 millions, altogether from £24 millions to £77 millions. Turn- 
ing to the demand for retrenchment the Financial Secretary said 
that owing to the delay in making peace with Turkey considerable 
forces had to be maintained in places where it was expensive 
to keep them supplied. £95 millions on the fighting forces were 
due directly to services connected with the prolongation of the 
War; out of the Civil Service estimates £205 millions were made 
up of war charges, including the bread, coal, and railway subsidies. 
At the moment Mr. Baldwin could see no chance of a substantial 
reduction in these £205 millions. Although our taxation was un- 
doubtedly heavy, some one in Europe must set an example ; more- 
over a Budget of this kind would lead to lower prices and lower 
rates of interest. While trade was good and prices high it was wise 
to pay off debt ; moreover, heavy taxation would check specula- 
tion and thus prevent an inflation which might end in a panie. 
He was anxious about the supply of capital for industry, since the 
working classes, whose incomes had been increased, were not 
accustomed to save, and the middle classes were too heavily 
taxed to maintain their old rate of saving. 

After further discussion Mr. Bottomley withdrew his amend- 
ment and the Finance Bill was read a second time without a 
division. 

The Budget in Committee 

When the House went into Committee on 5th July Mr. Holmes, 
speaking on the first clause, which continued the tea and other 
duties, argued that indirect taxes were now obsolete since wages 
in so many trades were regulated by the cost of living, and 
taxation was thus shifted to the cost of production. The Chan- 
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cellor had persuaded bankers to curtail credit, and had thus 
checked speculation and brought down prices, but he had also 
checked enterprise ; to abolish the Tea Duty would be a sounder 
method of deflation, and the Chancellor would lose little revenue, 
since the improvement in trade would send up the Income-Tax 
yield. Commander Kenworthy thought that the revenue lost 
by abolishing the Tea Duty could be made good by say in 
Mesopotamia. 

Mr. Chamberlain had quoted Mr. Gladstone as a supporter 
of both direct and indirect taxation, and when Sir D. Maclean 
read a sentence from Lord Morley’s Life: ‘I agree with you that 
if you had only direct taxes you would have economical govern- 
ment’ (letter written in 1859), Mr. Chamberlain countered with 
Mr. Gladstone’s election proposal in 1874 to abolish the Income 
Tax. Mr. Lyle-Samuel denied that it was the policy of Liberal 
Governments to abolish the Tea Duty, and Colonel Wedgwood 
drew a distinction between the policy of Liberal Governments 
and that of the Liberal Party, the latter having repeatedly 
demanded a lower indirect taxation. Liberal Budgets had 
increased taxation; that was one reason why he had left the 
Liberal Party. 

A lively debate arose on Mr. Kiley’s amendment to abolish 
the McKenna Duties. In 1919, he said, the value of the articles 
taxed amounted to only £9 millions as compared with £104 
millions in 1913, and probably half the imports were not finished 
articles but component parts; the exports had fallen from 
£14 million to £250,000. Cheap clocks had gone up in price from 
4s. to 30s. Commander Kenworthy complained of the duty on 
cinema films, which was one penny per lineal foot on positives, 
the finished article, and 5d. per foot on negatives. Mr. Chamber- 
lain said that he was continuing the duties ‘on pure grounds of 
revenue’, and could not give up any tax which was ‘ efficient 
as a revenue raiser’. Other speakers repeated the old argument 
that the duties were originally imposed as a war measure to save 
shipping by keeping out unnecessary imports, and had been 
followed by prohibition. In 1919 the duties had been specially 
marked as temporary by being made to end on 1 May 1920. 
When Captain Benn asked what Free Traders among the Coalition 


332 THE EIGHTH WAR BUDGET, 1920 


Liberals would do, Colonel Greig replied that these duties were 
imposed under a Liberal Administration, so he would vote for 
them; but Mr. Cowan said that he would vote against them. 
On a division the amendment was lost by 240 votes to 65. 

The increased Beer Duty made the tax £5 per standard barrel 
as compared with 7s. 9d. before the War ; of the 30s. addition the 
brewer and the retailer were to pay 6s., the balance being passed 
on to the consumer by an addition of one penny a pint to the price. 
Colonel Gretton doubted if the trade could afford this, pointing 
out that materials had risen enormously in price—malt from 
24s. to 135s., sugar from 14s. to 70s., and hops from £6 to £20. 
Mr. Blair and General Colvin protested against so great an increase 
in the tax, which made the consumer pay three times the pre-war 
price, and Mr. Clynes, speaking for his constituency and not for 
the Labour Party, maintained that the duty was excessive as 
beer drinkers were mostly poor men and beer was specially the 
drink of workers in laborious occupations. Mr. Chamberlain 
refused any concession, though he promised to see that the trade 
paid its share, whereupon Mr. Myers declared that hitherto the 
brewers had passed on more than the amount of the tax to the 
consumer. 

Admiral Adair sought, on 6th July, to lower the duty on 
sparkling wines on the ground that the Rheims district had 
suffered specially during the War. He said that the higher 
prices, 35s. or 40s. a bottle, had killed the champagne trade ; 
an ad valorem duty was bad in any case since it involved tests 
and opened the door to fraud. Mr. Chamberlain’s answer was 
simply that he could not raise the Beer and Spirit Duties so 
sharply without raising the Wine Duties at the same time ; exces- 
sive profits were being made in England on the sale of champagne, 
and apparently exporters in France charged special prices on 
champagne sent to England. However, he had discovered that 
his information about the average value of the wine was incorrect, 
the average value per gallon being only 40s. instead of 57s. 6d. ; 
he then offered to reduce the ad valorem duty from 50 per cent. 
to 333 per cent. Thereupon Sir I. Phillips and others protested 
against this concession to the consumers of so typical a luxury 
as champagne ; so Mr. Chamberlain had to explain that he had 
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received a representation from M. Millerand on behalf of Rheims 
and its district. 

Similar questions arose on the Cigar Duty, when Mr. Hood, 
who was connected with the Imperial Tobacco Company, proposed 
to reduce the additional ad valorem duty from 50 per cent. to 
20 per cent. He pointed out that in future the tax would be about 
103d. a cigar instead of 3d.; moreover the preference in favour 
of the British manufacturer would be enormously increased. 
Once again Mr. Chamberlain had to admit a miscalculation, and 
talked of another reduction from 50 per cent. to 33} per cent. 
Sir W. Rutherford put the argument against ad valorem duties 
very strongly ; he said that before the War you ‘ could get the best 
cigars in the world in London, and upon the best terms ’, because 
the heavy duty stopped the supply of rubbish. ‘ But if you have 
a system of making it ad valorem you are immediately opening the 
market to rubbish.’ Mr. Hood withdrew his motion, and then 
Mr. Holmes moved to omit the preference, pointing out that the 
rate was being increased from one-sixth to one-third, but the 
question was hardly debated and the motion was lost by 284 
votes to 65. 

A change of doubtful advantage in Mr. Chamberlain’s Budget 
was the abolition of the Petrol Duty and the substitution of a 
tax on motor vehicles according to horse-power; this meant 
that a man was taxed on the ownership of a car, not on the amount 
of use he made of it or on the amount of damage he did to the roads, 
‘whereas the Petrol Duty was a good measure of both. This now 
led to a long but technical discussion for which those interested 
must be referred to Hansard. The Government’s proposals were 
generally supported ; only 43 Members voted against them. 

When the Income-Tax clause came up for discussion Mr. Hohler 
wanted to abolish the three years’ average, arguing that by cutting 
out the poor years 1917-18 and 1918-19 the Chancellor would get 
more revenue: men were retiring from business and escaping 
the tax. Mr. Chamberlain was personally in favour of the one- 
year basis, but was advised that it could not be done in 1920. 

On the Super Tax clause Sir Henry Craik criticized the recent 
developments of the tax, declaring that great financiers of the 
past, like Gladstone and J. S, Mill, were strongly hostile to the 
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Super Tax idea. Beginning in 1909 at the modest rate of sixpence 
in the pound, the Super Tax had now grown to six shillings in 
the pound. Although not a landowner Sir Henry argued ably 
for the class which was most hit by the Super Tax, because it was 
usually assessed on an imaginary income; indeed, his speech 
was a moving plea on behalf of the old territorial aristocracy and 
squirearchy which was being steadily crushed out of existence by 
the weight of war taxation. A curious argument in favour of the 
Super Tax was used by Mr. Graham, who said that even after 
being extended to incomes of £2,000 a year it would only hit 
80,000 people, and what happened to so small a number could 
not be very important. In principle Colonel Wedgwood did not 
like Super Tax because he ‘ objected to putting the heaviest 
burden on the broadest back’, preferring that taxation should 
be ‘ according to benefits received and not according to ability 
to pay’. This led him to his usual conclusion that land values 
ought to be taxed ; for this reason he welcomed one of the effects 
of the Super Tax ; it was breaking up large properties and leading 
wealthy men to distribute their substance among their children 
while they were alive. 

In opposition to Mr. Graham Sir F. Banbury argued that it 
was a bad tax just because it fell so heavily on so small a class ; 
he appealed to ‘ the old Liberal principle that taxation and repre- 
sentation should go together ’, and complained that the Budget 
would cut down the number of individuals liable to Income Tax 
from 3,700,000 to 2,450,000. Sir Frederick’s suggestion that the 
Super Tax should be merged in the Income Tax was met by 
Mr. Chamberlain with a long quotation from the Royal Commis- 
sion’s report which showed that the merger was impossible so 
long as we maintained the important principle of collection at the 
source. 

A little later in the discussion Sir F. Banbury pointed out 
that under the new Income-Tax scale ‘a very large number of 
people will in future be exempt from bearing any of the burden 
of Income Tax’; the exemption of married men earning £250 
a year and of single men earning £150 a year was ‘a step in the 
wrong direction’. Under the extended franchise, people who paid 
no Income Tax could select candidates and obtain pledges from 
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them, “with the result that large burdens may be thrown on the 
small class for the benefit of people who are not contributing 
a farthing to the expenditure’. When Mr. McKenna was Chan- 
cellor the limit of exemption was reduced from £160 to £130. 
Now face to face with warlike expenditure in time of peace, how 
were they to bring home to the vast majority of electors what the 
result of all this expenditure was? Surely the only way was 
“to make them bear, every one of them, a share of the expense 
to which they themselves agree’. From this dictum Colonel 
Wedgwood dissented, asserting that people had ‘learnt very 
effectively that every time the Government goes in for a little 
additional expenditure they find that the cost of living goes up’. 
His own theory was that the working classes were the people 
finally hit by all taxation, since the propertied classes managed 
to pass on their Income Tax. ‘I bought a few shares the other day 
and was able to get 8 per cent. for my money with exactly the 
same security as would have brought me in 5 per cent. six years 
ago. Asa result I did not pay Income Tax on that; it is paid by 
the people who require the money I have to lend.’ Not a very 
convincing argument. And of course indirect taxation has not 
much educative effect on the average voter. The raising or lower- 
ing of a direct rate or tax as public expenditure rises or falls is 
a much better instrument for the instruction of a self-governing 
democracy. 

One attempt after another was made to get the allowances 
adopted from the Royal Commission’s report extended in one 
direction or another, and Mr. Chamberlain, although still protest- 
ing, accepted one or two amendments. Some objection was taken 
to the doubling of the old penny receipt stamp ; but this and other 
additions to the Stamp Duties were passed with very little 
difficulty. 

Then the House accepted a scale of charges on motor vehicles 
in lieu of the previous duty on the motor spirit which they con- 
sumed, that duty having been abandoned on the ground that 
* motor spirit ’ could not easily be defined, and that many vehicles 
were driven by steam or electricity. For ‘hackney carriages ’ 
such as char-a-bancs and omnibuses the tax was proportionate to 
the seating accommodation; for road locomotives and lorries 
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the criterion was weight unladen; for motor-cars the charge was 
20s. per unit of horse-power. For most vehicles the scale of 
charges was reasonable enough, but at the end of the scale for 
the heavier vehicles the charge was so inadequate as to be inexplic- 
able. A road locomotive weighing less than eight tons was taxed 
at £25 a year, one weighing between eight and twelve tons paid 
£28, and one weighing twelve tons or more paid £30. Seeing 
that the duty was intended to be a payment by the motor owner 
for the damage which his machine must do to the roads, common 
sense should have prescribed that the payment should increase 
faster than the weight, since it is evident that a vehicle weighing 
ten tons will do more than twice as much damage as one weighing 
five tons, while one weighing twenty tons, if travelling in bad 
weather, may simply destroy the road surface and smash bridges, 
culverts, and pipes so that no conceivable licence duty will com- 
pensate the local authorities. 

It is difficult to understand how any one could have drawn up 
such a scale, for it seems deliberately planned to encourage the 
use of the heaviest and largest kinds of lorry, i. e. just those which 
do most damage to the roads and are the greatest nuisance to all 
other vehicles and to people who live, walk, or ride along the 
main roads. But it passed the House of Commons without 
discussion. 

On 12th July a long discussion arose on the clause raising the 
Excess Profits Duty from 40 per cent. to 60 per cent. In moving 
to reduce the rate to 40 per cent. again Mr. G. Terrell quoted 
pledges made by Mr. McKenna and Mr. Bonar Law that it was 
a temporary tax which would come to an end when the War 
ended. New arguments could hardly be used at this stage, but 
Mr. Terrell declared that the Budget had already produced a slump 
in trade; orders were being cancelled and unemployment would 
come (as it did), adding truly enough that too many promises 
involving expenditure were made at the last General Election, 
when people were told, ‘Germany will pay’. Sir G. Younger 
asked the Chancellor to promise that next year the duty should 
not exceed 40 per cent., so as to give traders some certainty. 
Mr. Chamberlain, speaking later, said that if the Government 
remained in office he would not propose a higher rate than 40 per 
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cent. in 1921. During the War, he said, successive Chancellors 
had been criticized for not taxing heavily enough. Only a year 
ago he had been told again and again that he ought to have had 
courage to put on whatever taxation was necessary in order to 
avoid any fresh borrowing. Indeed, he was told that he ought 
to have begun at once repaying the debt. That criticism was made 
when the Government could not balance its accounts; now the 
critics had changed their ground and were blaming the Govern- 
ment for following the advice they gave in 1919. Though we had 
not suffered so great a financial crisis as had occurred in Japan 
and the United States, Mr. Chamberlain admitted ‘a certain 
change of atmosphere’ since Budget day, and a check on the 
spirit of uncontrolled expenditure and wild speculation which 
was prevalent in the early months of the year. 

Mr. Chamberlain proceeded to give an explanation of his share 
in the action taken by the banks in withdrawing credit and calling 
in loans : 

“My responsibility ’, he said, ‘ arises out of an interview which I sought 
with leading bankers in order to ascertain whether, in their opinion, they 
could take such measures as might guard us against the necessity for any 
further rise in money rates.’ Many bankers and others disliked the first 
rise in the Treasury Bill rate, but following the recommendations of Lord 
Cunliffe’s Committee and of the Financial Facilities Committee, he was 
* yet being forced into a fresh inflation, not because he was borrowing new 
money, but because the demands for money were so great that the attrac- 
tion of Treasury Bills was insufficient as compared with the other oppor- 
tunities of investment.’ Thus he felt bound to raise the rates again, but 
before doing so he sought an interview with the bankers to see if they 
would help. ‘I pointed out to them that it was useless for me to restrict 
the creation of credit if they only took advantage of my self-denying 
ordinance in order to create credit on a larger scale themselves. . . . [told 
them that I did not think that they could go on increasing the amount 
of their over-drafts and loans or that they ought to allow the over-drafts 
and loans to be used for speculative purposes, and in particular for the 
speculative holding up of stocks for higher prices. I do not believe there 
is any difference of opinion between us on that.’ 


Mr. Chamberlain would accept no responsibility for the action 
of the bankers in following his counsel, which seems curious ; 
but he was glad to find ‘a little more caution in the atmosphere 
to-day’. Returning to the amendment, Mr. Chamberlain said 

1569.57 Z 
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that he had asked the business men who disliked the Excess 
Profits Duty to suggest an alternative, but they had not done so. 
He repeated Mr. McKenna’s and Mr. Law’s declarations that the 
duty was a temporary tax, though they had said that it would 
‘end with the War’. He again confessed that he had made 
a mistake a year ago in lowering the duty from 80 per cent. to 
40 per cent., but now the alternative to 60 per cent. was an 
addition of 2s. to the Income Tax. 

Once again Sir F. Banbury demanded retrenchment, and 
unlike vaguer critics, gave details of expenditure he would cut 
down, e. g. Out-of-Work Donation, Railway Agreements, Ministry 
of Munitions (£27 millions), Ministry of Shipping (£16 millions), 
Coal-mines Deficiency (£15 millions), and so on. Altogether £150 
millions might be saved, and all that the amendment would do was 
to reduce the yield of the duty during the year by £10 millions. 
The only way to make the Government economize was to refuse 
taxation. Mr. Waddington encouraged the Chancellor by saying 
that Manchester had not suffered from the Budget or from the 
increased Excess Profits Duty ; the crisis in Japan and the fall 
in the price of silver were more responsible for the decline in the 
cotton trade. Mr. A. M. Samuel could not agree with Mr. Baldwin’s 
argument that debt should be redeemed while prices were high, 
though it was surely plain common sense. Sir G. Collins declared 
that, if people would not have increased taxation, they must 
either have more borrowing or a cut in expenditure. He supported 
the Excess Profits Duty because war conditions were still continu- 
ing. “Monopoly profits are being made to-day, and such profits 
are a fit subject for taxation.” The Budget had checked the 
speculative mania of the early months of 1920 before it could 
swell into a South Sea Bubble. Mr. Asquith agreed with Sir F. 
Banbury’s demand for reduced expenditure, but until it was 
reduced we must raise taxation to meet it, so he supported the 
60 per cent. rate. 

A capital speech in support of the clause was made by 
Mr. Briggs who, speaking as a business man, said that businesses 
with which he was well acquainted ‘ have increased their profits, 
not twice or three times, but ten or fifteen times, merely as a 
consequence of the War, and nothing else’. ‘ What better sort 
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of taxation can there be’, he asked, ‘than on profits which are 
a direct consequence of the War ?’ 
Mr. Chamberlain had challenged the Committee to show how 
the Floating Debt could be reduced; Mr. Remer replied: cut 
_ down the purchases of the Ministry of Food, and stop the invest- 
ment of the taxpayers’ money in British Celluloids Co., in 
British Dye Stuffs Ltd., and in other companies. Various Members 
demanded retrenchment as an alternative to higher taxation, 
but Sir J. D. Rees shrewdly remarked that the Chancellor could 
not make reductions ‘so long as the policy of the extension of 
Government control in every direction is pressed upon him’. 
Mr. Baldwin, replying for the Chancellor, made light of the possible 
refunds and denied that the financial stringency was due to the 
Excess Profits Duty. The immense inflation of credit had to be 
stopped before it turned into a panic; he believed that any 
industry which was prosperous enough to pay Excess Profits 
Duty at all would stand the 60 per cent. rate. Finally, he urged 
Members not to be influenced by the newspaper coupon and post- 
card campaign, but to wait for the Chancellor’s own amendments 
carrying out the concessions promised to small businesses. On 
a division the anti-Government vote rose to the rather large total 
of 117, although Liberals and Labour Members mostly abstained. 
An amendment proposed by Mr. Hyam gave ex-service men 
a starting allowance of £500 free of Excess Profits Duty, instead 
of £200. At first Mr. Chamberlain objected and brought up 
Mr. Pemberton Billing with a protest that the Chancellor could 
not see ‘ any distinction between the man who served and the man 
who did not’; there was just all the difference between men who 
stayed at home making fortunes and those who went out to fight 
and now had to push their way. Although there was some diffi- 
culty about the terms of the amendment, Mr. Chamberlain was 
willing to accept it if it would not lead to further demands. 
Then the Excess Profits Duty clause was finally carried by 202 
votes to 16. 
Corporation Profits Tax 
On 13th July the Committee turned to discuss the last and 
most controversial provision of the Finance Bill, 1. e. the Corpora- 
tion Profits Tax. Mr. Kidd, who repeated much of his second- 
Z2 
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reading speech, proposed to exempt the profits or surplus arising 
from the trading of co-operative societies with their own members. 
Mr. Kidd would not even admit that the manufacturing side of 
the co-operative movement should be taxed, for if a co-operative 
society ‘ buy a farm and raise their own grain to feed their own 
cattle, which are to be distributed to their own members; all 
that is simply a spending operation ’. 

Mr. Chamberlain said the exemption of co- ‘operative societies 
from Income Tax ‘has excited a great prejudice against them ’, 
and it would be unwise to seek exemption from the new tax 
also. Mr. Graham thought that the small traders were being 
crushed out between the co-operative societies and the multiple 
shops ; but the traders gained through the artificially high prices 
charged by the societies. In Scotland the quarterly or half- 
yearly dividend was used to pay the rent, and ‘ the house factors 
and house proprietors are among the warmest supporters of that 
method of co-operative trading’. Mr. Graham professed not to 
know why that part of the ‘ surplus’ held over was to be treated 
as taxable. Surely the fact that there was a surplus which could 
be held over showed that the society had been making a real 
profit in the ordinary meaning of the word. After Mr. Graham 
had tried to explain his views once more, those of ordinary 
traders were expressed by Mr. Pretyman, who said: ‘ When an 
organization, however beneficent . . . has not only grown 
enormously as a trading community, but has ambitions to 
monopolize trade . . . it must take some responsibility for bearing 
its share of the burdens which have to be borne by the whole 
community to maintain, to protect, and to secure the structure 
of trade as a whole.’ He himself felt, after hearing the evidence 
presented to the Royal Commission, that * co-operative societies 
ought to pay their fair share of the general taxation of the country 
in proportion to their ability to pay’. Still, he did not like the 
Corporation Profits Tax, even when applied to co-operators, so 
he supported the Chancellor’s suggestion that the representatives 
of the societies should confer with him as to ‘the fair share’ 
which they had offered to pay. Mr. Pretyman mentioned, and 
Mr. Hailwood developed, the case of a large cake-mill in Man- 
chester which, after being taken over by the Co-operative Whole- 
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sale Society, ceased to pay Income Tax. On a division the Govern- 
ment’s majority fell to the unusually low figure of 78, many 
Coalition Liberals and Tories voting with the Independent 
Liberals and Labour Members. In proposing another amendment 
to the Corporation Profits Tax Sir Arthur Fell used the old 
argument that the tax would drive companies to register them- 
selves abroad, but Mr. Chamberlain said that he had heard this 
too often. Still he was willing to accept small amendments, 
and to exempt public utility companies for a period of three years. 
As a member of the Royal Commission Mr. Pretyman was vexed 
to find that all his trouble in working out an equitable Income Tax, 
and in avoiding double Income Tax, was made futile by this new 
tax in the very Finance Bill which professed to adopt the Commis- 
sion’s report. The Corporation Profits Tax, he said, was an income 
tax without graduation or abatement, and was placed upon 
particular people in varying degrees without any reference to their 
ability to pay. On yet another amendment Sir J. Harmood 
Banner waxed very wroth because the alternative to Excess 
Profits Duty suggested by business men had been adopted by the 
Chancellor when, so far from dropping the duty, he was raising 
it to 60 per cent. Mr. Baldwin replied that the Corporation 
Profits Tax was certainly meant to take the place of the Excess 
Profits Duty and to be permanent ; he hoped, too, that it would 
provide a large revenue. This word ‘permanent’ alarmed 
Mr. Pretyman, who thought the tax unsound in principle because 
it taxed certain industries and not others. Here Mr. Bonar Law 
intervened and pointed out that there was ‘ a tremendous burden 
to be borne by somebody’, and the Government thought that 
‘so long as industry was in its present position, or anything like 
it, industry should bear the burden beyond that borne by people 
with fixed incomes derived from other sources’. If trade arrived 
at the position that it could not bear the burden, the whole 
position must be reconsidered. But the burden had to be borne, 
and it ‘ ought to fall upon the people who are making the profit ’. 
On a division the Government’s majority fell very low, the votes 
being 145 to 99. 
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Income-tax Payers and Land Tazes 
On 14th July, in answer to a question from Mr. G. Locker- 
Lampson, Mr. Chamberlain gave some interesting figures showing 
the number of individuals with incomes exceeding the exemption 
limit, as follows : 


Year Number 
1913-14 (exemption limit £160) . ; . ~1,200,000 
1914-15 e * ra 4 ‘ . 1,240,000 
1915-16 - ae eS, 5 ‘3 . 1,480,000 
1916-17 Ms Ay an . ; . 3,264,000 
1917-18 ss Ps ss : : . 4,476,000 
1918-19 Fe 9 ps R F . 5,346,000 
1919-20 oe ss es ‘i : . 6,800,000 


Some of these taxpayers were entirely relieved from the payment 
of Income Tax by the personal reliefs (e. g. in respect of children) 
to which they were entitled. Mr. McKenna’s reform, by lowering 
the limit and providing for the assessment of wage-earners, greatly 
increased the number of persons whose incomes came within the 
purview of Somerset House, so that the pre-war and post-war 
figures are not comparable; nevertheless the figures indicate 
a remarkable growth in money incomes ; but then the purchasing 
power of the paper pound in the last year was less than half that 
of the gold pound before the War. 

On the clause fixing the taxable basis of profits Mr. Chamber- 
lain agreed to exempt the share of profits distributed to employees 
under a profit-sharing scheme. A discussion then took place on 
several points of detail, and Mr. Chamberlain accepted one 
or two small amendments. After some more small changes the 
Corporation Profits Tax was passed without a division, and the 
Committee turned to discuss another very controversial question— 
the repeal of the Land Values Duties. 

Mr. T. Thomson proposed to continue the work of the Land 
Valuation Department after the duties had been abandoned, 
because in most industrial towns (75 out of 90) ‘ there were great 
difficulties in securing land at a reasonable price because this 
valuation did not exist’. He quoted a speech of Mr. Lloyd 
George’s at Middlesbrough in 1913, when he denounced landowners 
for demanding 800 years’ purchase and condoled with manu- 
facturers for being fined when they extended their premises. 
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According to the Minister of Health, local authorities requiring 
land had saved £1,400,000 in the purchase of 1,900 acres. Land 
was badly wanted to provide more space for housing and thereby 
keep down the death-rate in towns, which was ‘ over 22 per 1,000 
as against 8 per 1,000 or less in places like Letchworth and other 
Garden Cities ’. 

Mr. Chamberlain admitted that a public authority in the 
past had often been notoriously at a disadvantage compared with 
a private person when desiring to buy land; but the valuations 
which the clause would repeal were not useful, they were ‘ valua- 
tions of metaphysical transactions arrived at by elaborate 

‘mathematical calculations that nobody but an expert can make ’. 

But there was one useful provision, i.e. that wherever a sale of 
land or a transfer of an interest in land took place, particulars 
should be sent to the Valuation Department; ‘those are the 
particulars which we still propose to have supplied to the Valua- 
tion Department.’ Therefore the department itself would be 
maintained. 

After Mr. Chamberlain had answered some sharp criticisms 
on the sub-section which said that taxation already paid should 
be refunded, the Opposition challenged divisions on the separate 
duties, numbering from 89 to 91 votes, which they considered 
satisfactory. 

Then Mr. Raffan, in what Mr. Asquith called ‘a most able 
and brilliant speech’, asserted the principles on which Mr. Lloyd 
George’s Land Value Duties were based, though he admitted 
their failure as revenue producers because they were compromised 
to meet Conservative criticism. He quoted Mr. Lloyd George, 
who was proposing to set up a Ministry of Lands in October 1913 
and was advocating the rating of land values in 1914. Nothing 
had occurred since 1914 to make the taxing, or rating, of land 
values obsolete; indeed, those values had probably doubled 
during the six years, and revenue was far more needed now. 
Mr. Asquith complained that the clause directly reversed a policy 
which had been ‘ deliberately pursued by preceding Parliaments ’. 
‘ That is a very rare event, but I believe it to be without precedent 
that a reversal such as that should take place at the instance of 
a Government, at the head of which is the author of the policy 
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which it is proposed to reverse.’ The ex-Premier maintained that 
land ought to be acquired by the community for public purposes 
at the same rate and upon the same terms at which it was taxed ; 
‘ the converse is even more true, that it should be taxed and rated 
at the same price at which the owner is willing to sell it to the 
community ’. 

When Mr. Chamberlain hinted that Mr. Asquith had not been 
an enthusiastic supporter of the land taxes in his own Cabinet, 
the insinuation was at once emphatically denied, and Mr. Cham- 
berlain withdrew it. He then quoted the report of the Board of 
Inland Revenue, which condemned the Land Value Duties as 
unworkable; the Undeveloped Land Duty had failed in its - 
purpose of making building land cheaper, and had in fact fallen 
on land not yet ripe for building; the Increment Values Duty 
was sharply, almost contemptuously, condemned. Still the 
Chancellor admitted that the duties had been made unworkable 
largely through the amendments accepted by the Asquith 
Government during the Finance Bill of 1909-10. Then he 
quoted Mr. Asquith’s own declaration (10th August 1909): ‘I 
defend this tax and all the taxes contained in this Finance Bill 
as fiscal instruments, and if any one can demonstrate to me that 
they are not I shall agree that they ought to be excised from the 
Bill.” Up to the present the valuation and collection had cost 
£5 millions, and in the future it was estimated that some £600,000 
might be collected annually at a cost of £400,000. Major Barnes 
at once asked if Mr. Chamberlain could save the £400,000 when he 
had abolished the duties. 

Mr. Griffiths declared that the repeal would be much resented 
in Wales. Colonel A. Murray quoted the evidence of Mr. Harper, 
chief valuer to the Board of Inland Revenue, who spoke highly 
of the experience gained by the staff during the progress of the 
original valuation ; this ‘now forms a reliable record of practi- 
cally all real property in Great Britain. . . . It is a detailed analysis 
of values made by a single co-ordinated staff’. Mr. Spencer said 
that in his own experience the Finance Act of 1909-10 had brought 
down the price of land which was needed for schools, and he denied 
that it had impeded house building. Labour Members wanted, 
he said, ‘a policy which will fix once and for all the value of the 
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land, and then whatever increment is derived from that land 
should pass to the community ’. 

Colonel Wedgwood put down the failure of the duties to the 
deliberate refusal of landowners to carry out an Act of Parliament. 
Land values differed from other kinds of capital, as Mr. Lloyd 
George had said, because, with the development of civilization, 
competition prevents capital and labour getting higher returns 
or wages, but land goes on rising in value as the community 
increases in numbers. Mr. D. White regretted the absence of 
Mr. Lloyd George from the funeral of his favourite Land Taxes, 
and made fun of an old supporter of them, who had just walked 
out of the House. In spite of these and other speeches aimed at 
the Coalition Liberals, to which no answer could be given, the 
repealing clause was carried by 190 votes to 68. So ended the 
once famous and popular Land Duties. 

The rest of the sitting was taken up in the discussion of a new 
clause in the Excess Profits Duty proposed by the Chancellor of 
the Exchequer with the object of making a new assessment 
which should press less heavily on new and small businesses, 
He estimated that these concessions would cost the revenue 
£4 millions. On the motion of Sir P. Lloyd-Greame he consented 
to a further concession at the cost of another £4 millions. 

On 16th July Captain Wedgwood Benn made another attack 
on Imperial Preference, in the course of which he quoted an admis- 
sion from the Secretary for India that ‘ three of our Alles, France, 
Italy, and the United States, have already protested against this 
preferential duty directed against themselves’. Commander 
Kenworthy feared that the new policy was ‘the beginning of 
a theory of Imperialism which, if carried to its logical conclusion, 
would end in a great world catastrophe; if we aimed at an 
enormous Zollverein the rest of the world would not stand it’. 
Mr. Chamberlain enlarged on the benefits of Preference; in the 
case of tea and wines, he said, they had gone to the consumer ; 
in the case of sugar, to the Empire producers. 

The question of Preference to mandated territories was 
discussed separately, when Captain Benn argued that to bring 
these territories into our system was a breach of trust. Captain 
Ormsby-Gore, a Conservative, also thought the Preference in 
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some cases contrary to Article 22 of the League of Nations 
Covenant, on the faithful carrying out of which ‘a great deal 
depends for the future peace in Asia and the future development 
of Africa’. He thought that in the case of Class B mandates, 
e.g. the Central African Colonies, the system of the open door 
must prevail and any question of Preference must be ruled out, 
‘and while it is still an open question in regard toClass A mandates, 
namely Mesopotamia, Syria, and Palestine, we have already had 
the matter rather decided for us in regard to Class C mandates 
both by the terms of Article 22 itself and still more by the action 
of the Mandates Commission in Paris late last summer’. In 
Class C territories, which were to be administered as integral parts 
of the Mandated Power’s territory, Preference could hardly be 
contested ; if we gave preference to the products of the South 
African Union we must give similar preference to the products 
of South-West Africa (lately German). But German East Africa, 
Togoland, and the Cameroons were clearly in a different class ; 
‘it is definitely laid down in Article 22 that it is to be a condition 
of the mandate that there are to be equal opportunities for trade 
and commerce to all members of the League; therefore any 
preferential arrangement in those three areas would necessarily be 
a contravention of Article 22. 

The Near Eastern territories raised the question of French 
action. Captain Ormsby-Gore believed that whatever France did 
in Syria we should do in Mesopotamia, and vice versa; hence 
before extending the preferential system in Mesopotamia we should 
consider its implications in Syria. If we were setting up a free 
Arab state that state should be allowed to decide. Mr. R. McNeill 
for the Foreign Office evidently found Captain Ormsby-Gore’s 
arguments and distinctions unanswerable ; so he merely declared 
that Preference would be an advantage to the territories. 

When this attempt to repeal preferential duties had been 
rejected Colonel Guinness tried to get gifts for charitable purposes 
exempted from Income Tax, quoting the example of the United 
States, where as much as 15 per cent. may be allowed off a tax- 
payer’s assessment. Mr. Chamberlain was inflexible, arguing 
that the State would really be paying half a rich man’s subscrip- 
tions ; but he offered an exemption from Excess Profits Duty up 
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to 20 per cent. of the contribution and 5 per cent. of the assessable 
profits, an offer which was gratefully accepted. 

After some other small points had been raised the Chancellor 
brought in a clause carrying out his promise to exempt charitable 
subscriptions from Excess Profits Duty, and the Finance Bill was 
reported, 16th July. 

On 26th July several new clauses were added to the Finance 
Bill; one adjusted the licence duties of hotels and restaurants to 
the higher beer, wine, and spirit duties; and another exempted 
scholarships held by full-time students from Income Tax. Mr. 
Chamberlain refused to continue the allowances for falling incomes 
which were granted during the War, although his own 50 per cent. 
addition to Excess Profits Duty was quoted as proof that war 
conditions were not over. 

One more attack on the Sugar Duty was now made by the 
Opposition. Mr. Hogge argued that with wages in so many trades 
fixed by the Cost-of-Living Index a tax which raised the cost of 
living brought in little net revenue ; he quoted at length a speech 
by the Minister of Food, on 6th May, who stated that an addition 
of 1d. per lb. to the price of sugar meant an addition of £5 millions 
to the nation’s food bill and altogether an addition to weekly 
wages bill of £13 millions a year. 

When the increased beer duty came on for discussion Sir G. 
Younger complained that the brewer had to find an enormous sum 
for duty before he sold his beer, and Colonel Gretton reckoned this 
at three months’ credit ; but the Chancellor was not to be moved, 
nor was Mr. Hood more successful in his attempt to get the ad 
valorem duty on cigars lowered from 50 per cent. to 333 per cent. 
On the Income Tax several minor concessions were made, which 
led Sir F. Banbury to protest, ‘I think we are driving this craze 
for abatement to an excess which is quite unreasonable’. 

On the Excess Profits Duty clause Mr. Holmes tried to bring 
the duty to an end on 3lst December 1920, mainly because 
unemployment was increasing and might be much worse when 
winter came. If business men knew that they would be free from 
Excess Profits Duty in the new year, ‘they would be able to 
spend the rest of the summer and autumn in making plans for 
starting new businesses’. Revenue would still come in for 
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arrears, and the whole House hoped that ‘ by the time 1922 comes 
the Government will have been able to cut down expenditure 
so that the revenue from Excess Profits Duty will not be required ’. 
Major Entwistle also argued that normal revenue would soon 
balance expenditure without Excess Profits Duty when the 
Government got rid of ‘ extraordinary expenditure such as loans 
to Dominions and Allies and various subsidies, bread and shipping 
subsidies, coal-mines and railways deficiency’; inflated Army 
and Navy Estimates should also be cut down. On the sub-section 
raising the rate from 40 per cent. to 60 per cent. Mr. D. Herbert 
wanted to split the difference by making the new rate 50 per cent. 
Mr. Chamberlain agreed that business men needed more capital 
than before the War, but it was now too late to propose a 50 per 
cent. rate. 

Next day (27 July) in moving the rejection of the Corpora- 
tion Profits Tax Colonel Wedgwood denounced it as ‘ an Income 
Tax which can be more easily shifted than the present Income 
Tax’. This was a doubtful point, but Colonel Wedgwood thought 
that he proved it by quoting the exemption of railway companies 
on the ground that they could not increase their rates and fares 
to meet the extra charge. Mr. Bigland would rather pay a 40 per 
cent. Excess Profits Duty than a 10 per cent. C.P.T., for the latter 
must lower the capital value of all companies. The Chancellor 
was taking too much out of industry and was thereby depressing 
trade; the situation had changed seriously for the worse since 
February. 

Admiral Adair wanted to postpone debt repayment and so 
save the amount raised by the Corporation Tax: why not put 
the cost of the War on future generations ? Only one Member 
supported the Chancellor and the Corporation Profits Tax, but the 
amendment was defeated—though only by 177 votes to 122. 

Then Mr. Kidd tried once more to exempt co-operative 
societies from C.P.T., using the old arguments; Mr. Waterson, 
supporting him, contended that the retail societies were not liable 
to imcome tax on their dividends from the wholesale societies, 
since ‘the basis of British Income Tax is taxation of the individual’, 
which was not correct, as municipal corporations are taxed on 
their trading operations. Mr. Chamberlain defended his choice 
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of the reserves for taxation, and asked the co-operators whether 
they demanded complete freedom from taxation while they were 
competing with small traders. He quoted with approval 
Mr. Pretyman’s reservation to the report of the Royal Commis- 
sion, which referred to the growth of the societies and their 
tendency to absorb business previously carried on by other 
trading organizations; if the societies refused to pay Income 
Tax they should suggest an alternative contribution. Mr. Cham- 
berlain pointed out that the co-operative movement ‘ withdrew 
from the field of taxation a great deal of business which formerly 
contributed a share to the revenue. . . . It thereby casts a heavier 
burden on those who do have to contribute. The societies would 
be wise to accept some taxation in order to avoid the indignation 
of other traders ; he was willing to consider any alternative they 
might suggest. 

An official amendment exempting public utility companies 
operating wholly in the United Kingdom from the C.P.T. led to 
many objections and criticisms. But the clause was finally 
carried, and a formal division (179 votes to 67) was taken on the 
repeal of the Land Values Duties. But the valuation itself was 
retained, and Mr. Chamberlain would not accept Sir W. Bull’s 
amendment to discontinue the returns of transactions in land: 
Somerset House found these records of actual dealings gave useful 
information. Sir D. Maclean drew a promise from the Chancellor 
that the form should be shortened and cheapened. The report 
stage then ended. 

On the Third Reading (28 July) Mr. Bottomley criticized 
sharply the misleading estimates of revenue and expenditure ; 
many items, he said, which were reckoned as assets, e.g. the 
Russian debt, were valueless. He wanted to give up the idea of 
paying off debt and to cut down various items of expenditure. 
Why not tax advertisements? Lord Robert Cecil thought that 
taxation was now so heavy as to be hindering development ; 
the whole foreign and domestic policy of the Government had 
been carried on ‘ with the impression that we have unlimited 
funds at our disposal’. There was vast waste in North-east Persia 
and in Mesopotamia, while a Polish war had only been avoided 
through the unexpected moderation of the Bolshevik Government. 
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After the Armistice we started with ‘ a totally wrong point of view 
—a land fit for heroes to live in, the development of this, that, 
and the other thing’. Lord Robert supported Mr. Bottomley’s 
proposal to ration the departments, but ‘ the real object should 
be to induce in every department a desire for economy ’. 

Mr. Asquith said he would not vote against the Third Reading. 
He did not agree with Sir F. Banbury’s proposal to refuse taxa- 
tion; the House of Commons must resist the policy, e.g. the 
decision to hold Mesopotamia, which meant high expenditure, 
Replying to Mr. Bottomley, Mr. Chamberlain admitted that 
‘we have about reached the limit of our taxable capacity’. But 
expenditure had been reduced by £1,000 millions in 1919-20, 
and by £824 millions in 1920-1, although the cost of the War 
Debt and of pensions had been growing. Next year the reduc- 
tion would continue. He could not assent to the suggested aban- 
donment of British responsibilities in Mesopotamia and Palestine. 
On behalf of the Labour Party Mr. Clynes suggested a restriction 
of the bread subsidy to the really poor, and a levy on capital, 
which ‘ will eventually bring greater relief to the well-to-do classes 
even than to the masses of poor people’, or still better a levy on 
war fortunes. He regretted the application of Corporation Profits 
Tax to co-operative societies and the disappearance of the Land 
Value Duties. 

After a few more desultory speeches the Finance Bill was read 
a third time without a division and passed. 

One final observation may here be made. This Budget and 
the predecessor could never have been passed by any other House 
of Commons, but most of the Members had accepted a coupon 
which made them absolute supporters of the Ministry. Thus the 
orgy of extravagant expenditure was allowed to continue and the 
taxation thereby necessitated was authorized. The slump in 
trade, however, speedily produced such conditions that the call 
for retrenchment became irresistible. 


CHAPTER X 
THE NINTH WAR BUDGET, 1921 


On 20th April 1921, in reply to a question, the Financial 
Secretary to the Treasury said: ‘It is estimated that the total 
expenditure of the United Kingdom on the War between August 
1914 and November 1920 was £11,196,927,000.’ Despite this 
appalling figure the Government maintained its current expendi- 
ture on an enormous scale. Two financial years of peace had 
passed since the Armistice, yet there had been no attempt to go 
back to peace establishments by retrenchments which would 
have permitted substantial reductions of both debt and taxation. 

Naval and military expenditure did not suggest either victory 
or peace. The German Navy was at the bottom of the sea. But 
the British Admiralty had discovered two new rivals in the 
United States and in Japan, and proceeded to lay down four 
monster battleships which Admiral Sir Percy Scott said would 
cost ten millions apiece and be of no value in the next naval war. 
The Army estimates were torn to shreds by Sir Donald Maclean. 
When Sir L. Worthington Evans, the Secretary for War, pro- 
tested that his estimates were only two and a half times the 
pre-war estimates, Sir Donald retorted that the country was two 
and a half times as poor. Fortunately for taxpayers the volume 
of protest against waste and extravagance was growing louder 
and more formidable. In the House of Lords, on 3rd March, 
Lord Buckmaster had carried a motion declaring ‘ that the future 
safety of the nation demands immediate and drastic reduction ’ 
in public expenditure to a limit at which the burden of taxation 
would not seriously injure trade and industry. He argued that 
the taxable capacity of this country had been exceeded; many 
people were being forced to sell property and securities and 
many more to borrow from the banks in order to pay rates and 
taxes. The only reply to Lord Buckmaster came from the Lord 
Chancellor, who said that of the previous year’s expenditure 
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£300 millions had been for special war charges. These ‘ special’ 
wars and war charges were one of the strongest grounds for 
complaint ; and Lord Birkenhead, for the Government, did not 
deny that taxation was excessive, but consoled himself with the 
reflection that some other countries were worse off than Great 
Britain. Lord Buckmaster answered : ‘ that to me is no satisfac- 
tion whatever ; if I am upon a ship, which has been through a 
heavy storm, and I am told it has sprung a leak, I do not desire 
to concentrate my view upon other ships that are foundering 
upon the horizon. I want to turn my attention to the pumps 
and the ship’s carpenter, and staunch the leak and get rid of the 
water.’ 

In the House of Commons on 11th April a large minority, 
including a number of Coalition Unionists and Coalition Liberals, 
voted against the Government on a motion by Mr. G. Locker- 
Lampson urging the ‘imperative need for more economical 
administration’. Mr. Locker-Lampson said that the people of 
Great Britain were paying over £22 per head in taxes while the 
French people were paying £16, the Americans £11, the Belgians 
just over £7, and the Italians less than £4. There were 90,000 
more Civil Servants than before the War; and after excluding 
War Services and the Pensions Ministry, the Civil Services cost 
three and a quarter times what they did in 1913. The Board of 
Trade had 626 more officials than before the War, and cost in 
salaries £120,000 more than in the previous year, while the Ministry 
of Health had 3,000 more officials than at the end of the War. 
Commander Hilton Young defended the estimate, but admitted 
there was room for economy, though he maintained that the 
Government had done much in that direction. 

Just about a year previously the post-war boom had culminated 
in most countries. Generally prices reached their zenith in the 
early months of 1920. In England the Economist’s index number 
of wholesale prices touched the peak in March 1920, with a figure 
of 310 as compared with 100 in 1913; during 1921 the index 
averaged 181. 

Trade depression, the burden of taxation, Protection—in the 
shape of the Safeguarding of Industries Act and the continuance 
of the McKenna Duties—and Government interference with trade 
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stirred the leading bankers to swell the growing volume of protest 
against waste and extravagance. On 12th May 1921 they issued 
an appeal which made a great impression on business men. It 
was a protest partly against restrictive and protective measures 
hampering trade and limiting imports not only by tariffs but 
also by licences and red tape regulations, partly against the 
excessive rate of national expenditure involving, they said, a 
burden of taxation which ‘in our judgment is more than the 
commercial community can bear’. 

Mr. Bonar Law had resigned office on account of ill health, 
and thus had compelled Mr. Lloyd George to reshuffle his Cabinet. 
Mr. Austen Chamberlain became leader of the House of Commons, 
and was succeeded at the Exchequer by Sir Robert Horne, a 
Scottish lawyer. But as Sir Robert was occupied on behalf of 
the Government in a serious coal dispute, Mr. Chamberlain made 
the financial statement on his behalf, just as Mr. Asquith had 
once done when Mr. Lloyd George first became Chancellor. 

Addressing the Committee of Ways and Means on 25th April 
1921, Mr. Chamberlain said: * The Budget I am about to unfold 
is the Budget of my Right Hon. Friend; and, though he may 
not be responsible for all that is disagreeable in it—for he is the 
heir of many onerous obligations—whatever credit attaches to 
the proposals is his and his alone.’ 

When Mr. Chamberlain framed the previous year’s Budget, 
trade was extraordinarily prosperous; but then a depression 
descended never quite equalled in our financial history. In these 
circumstances it was unusually interesting to compare the results 
of the year with the estimates, as follows : 


£ 
Estimated expenditure . P 5 . 1,184,102,000 
Actual expenditure . , ; ; . 1,195,428,000 
Excess : : : 2 11,326,000 
Estimated revenue . F ‘ 2 . 1,418,300,000 
Actual revenue : X p ; . 1,425,985,000 
Excess : : F : 7,685,000 
Estimated surplus . ; ; : 5 234,198,000 
Actual surplus h ‘ 230,500,000 


which was a difference of 1-5 per cent. upon the Kstimates. 

This surplus, of course, was not a true surplus derived from taxation because the 
revenue included £302. millions of ‘ Miscellaneous Receipts’, the bulk of which was 
derived from sales of war assets. 

1569,57 Aa 
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Consolidated Services took £2 millions more owing to the 
tendering of Victory Bonds for Death Duties, and the Army, Navy, 
and Air Force accounted for an extra £10 millions. Twelve millions 
also were lent to Dominions and Allies, and eleven millions to the 
Ministry of Health and its Scottish and Irish equivalents. Pensions 
had been over-estimated by £13 millions, and five millions were 
saved by the termination of the bread subsidy.. On the revenue 
side Customs and Excise were ten millions below the estimate, 
owing to trade depression; but £24 millions of this deficiency 
were directly attributable to the coal strike.. Spirits, tobacco, 
and wine were lower than the estimate, but the yields of the motor- 
car duty and of the Entertainments Duty as well as of the Beer 
Duty were higher. In spite of changes and reliefs Income and 
Sugar Tax yielded more, and so did Death Duties, while Excess 
Profits Duty was about equal to the estimate, and Stamp Duties 
were higher. At £302 millions Special Miscellaneous Receipts 
were down by £14 millions. 

Mr. Chamberlain proceeded: ‘The surplus of the year is, 
as I have said, £230-5 millions. Adding to this the sum included 
in expenditure for the reduction of debt and sums lying in 
Exchequer balances, the total applied to debt reduction within 
the year was £259-5 millions.’ Mr. Chamberlain then turned 
to the question of the dead-weight debt. 


£ 
On 31th March 1920 it was. : - 7,829,000,000 
On oD 19210 ‘ : . 7,573,000,000 
showing a reduction during the year of . 256,000,000 


Of the above amount £139 millions had been applied to reducing 
the internal debt. He had hoped to reduce the Floating Debt by 
£70 millions, but it was only down by £37 millions owing to the 
larger redemption of foreign debt and to £28 millions required for 
maturing Exchequer Bonds. 

The worst part of the debt was the foreign debt, said Mr. 
Chamberlain: ‘Foreign debt is a drain upon our national 
resources. But surely the question whether debt is a drain 
depends not upon where it is borrowed but how it is spent. A 
year ago the external debt was £1,278,714,000 and on 31st March 
1921, it stood at £1,161,560,000, a reduction of £117 millions. 
Our half of the Anglo-French loan in New York, amounting to 
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£51,370,000, had been paid off, and altogether the British debt 
to the United States had been lowered by £75 millions in the last 
twelve months, £20 millions had also been repaid to Canada. 
Our debts to Japan, Spain, Argentina, Uruguay, and Holland 
had been liquidated. There were eight millions owing to the 
Straits and Mauritius ; but apart from this the only debt we owed 
outside the United States and Canada was £826,000 to Sweden, 
which would be paid off in the course of the year, when it fell due. 
In the past two years external debt had been paid off to the extent 
of £203 millions. We still owed some small sums to the Allies ; 
but they owed us much larger amounts. 

‘I have done with the past and I turn to the current year. 
The voice is still the voice of Jacob, but the hands are the hands 
of Esau.’ Mr. Chamberlain proposed to adopt the Continental 
device of drawing a distinction between ordinary and extra- 
ordinary receipts and expenditure, and went on to enumerate 
the sources of revenue. Consolidated Fund Services took 
£371,272,000, of which debt accounted for £345 millions, and Supply 
Services took £602,751,000, making a total ordinary expenditure of 
£974,023,000. Ordinary revenue was estimated at £1,058,150,000, 
of which non-tax revenue amounted to £94,150,000, the Post 
Office contributing £60 millions. Tax revenue should amount 
to £964 millions. Customs and Excise were estimated at £323 
millions, or eleven millions less than last year’s yield, which in 
turn was fifteen millions below the estimate. Motor Vehicle Duty 
was put at £9 millions and Inland Revenue at £632 millions. No 
additional Inland Revenue taxation would be imposed. The 
expected revenue was as follows : 


£ 
Death Duties . 3 ‘ 4 : 48,000,000 
Stamps . , 7 21,000,000 
Land ara and House Duty ; ; 2,500,000 
Income Tax and Super Tax : : 410,000,000 
Corporation Profits Tax. ; . 30,000,000 
Mineral Rights Duty : : A 500,000 


The Excess Profits Duty was not to be renewed, but large sums 
remained to be collected and £120 millions were expected during 
the current year; therefore the ordinary balance sheet worked 


out as follows: — Pp 
Ordinary revenue. 3 e . 1,058,150,000 
Ordinary 2 aaa , 4 ; 974,023,000 
Balance . : : A 84,127,000 
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Owing to the coal stoppage, however, there would be large liabilities 
against this balance, which it was not possible to estimate. 

Turning to the Extraordinary Budget, he estimated revenue 
from war assets at £158} millions, against which had to be set 
expenditure on transitory war services amounting to £65-7 millions, 
of which £27-3 millions were for liquidation of commitments by 
the Service Departments and Ministries of Shipping and Munitions. 
Railways would require £30-2 millions, and re-vote of relief loans, 
&c., £8-2 millions, leaving a balance of £92? millions. 

Mr. Chamberlain assumed, therefore, that there would be an 
ultimate surplus of £80 millions available for debt redemption, 
added to which was £23,500,000 for statutory sinking funds, 
making altogether £103,500,000 for reduction of debt. As stated 
above the total debt was £7,573,000,000, of which £1,275 millions 
was floating and £1,162 millions external at par of exchange. * It 
is obviously desirable that we should redeem as much debt as we 
can while prices, though lower than they were, still remain above 
the level which we expect them to reach in a comparatively short 
time and to maintain over future years.’ Foreign obligations 
required some £80 millions in the current year. 

Looking forward to the year 1922-3 he could not anticipate 
a revenue of more than £950 millions, and on the present basis 
expenditure was not likely to be less than the revenue. Clearly 
therefore the expenditure was too high and must be reduced. 
‘ It is our business to reduce it if we can, and the Chancellor of the 
Exchequer with the authority of the Cabinet is setting the 
Treasury machinery in motion forthwith to obtain from all the 
departments preliminary estimates of their expenditure for next 
year, and in co-operation with each department to prepare the 
way for drastic reductions in next year’s estimates as compared 
with those of this year.’ 

He then came to that part of his statement which caused 
some one to call this Budget a ‘Champagne and Cigar Budget’. 
Finding that revenue was being lost by excessive taxation, he 
proposed quite rightly to revise the duty on sparkling wines and 
cigars. ‘ Last year my Budget proposals included an ad valorem 
surtax of 50 per cent. on sparkling wines and cigars. In the 
Committee stage of the Finance Bill I reduced the surtax on 
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sparkling wines to 33} per cent and indicated not obscurely my 
willingness, if supported by the House, to do the same in the case 
of cigars. But the opposition offered to the reduction of the duty 
on sparkling wines caused me first to postpone and then to 
abandon the intention of reducing the ad valorem duty on cigars. 
I have now to admit that I was wrong.’ The sparkling wines 
duty of 7s. 6d. per gallon with a surtax of 334 per cent. was 
estimated to produce £1,250,000, but only realized £570,000. The 
estimate for cigars was £1,360,000, but receipts were only £325,000. 
It was therefore proposed instead to have a specific duty of 15s. 
per gallon on sparkling wines and 15s. 7d. per lb. on cigars. ‘ With 
that I close this painful chapter.’ 

Legislation would be introduced to declare the intention of 
the law as regards the three years’ average of income tax. He 
explained that there were nearly £300 millions of Excess Profits 
Duty in assessment, and a very large amount remained to be 
assessed; but substantial allowances must be made for appeals 
and adjustments. 

“Provision has to be made this year to meet domestic: obligations 
amounting to £113 millions. Foreign obligations amount to £80 millions. .. . 
If to these sums you add the amount of the 5 per cent. Exchequer bonds 
maturing this year and the further amount of 52 per cent. Exchequer 
bonds on which the holders have exercised their option to demand payment 
this year, we arrive at a total of some £300 millions in all which we have 
to deal with in the current year.’ 

This was preliminary to unfolding the worst feature of the 
Budget, the Conversion Loan. This extravagant proposal offered 
to holders of every £100 of 5 per cent. National War Bonds £163 
(or slightly less according to the date of maturity of the Bonds) 
of the new 34 per cent. Loan. War Bonds had to be redeemed on 
various dates between Ist October 1922 and Ist September 1925, 
at premiums rising from £2 to £5, according to date. The new 
Conversion Loan would not be redeemable until Ist April 1961, 
and then only at the Government’s option. There was also a 
sinking fund, or sustentation fund, of 1 per cent. of the amount 
outstanding, which had to be applied every half year while the 
market price remained below 90. The effect of this sinking fund 
was partly neutralized by large subsequent additions to the 
3% per cent. Loan. 
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‘The total amount of the bonds outstanding to which the offer applies 
is £632 millions. If all of them were converted, the resulting figure of 
Conversion Loan would be just over £1,000 millions. It would be, of 
course, too much to hope that the whole will be converted, but we may 
expect a very large response. The terms are generous . . . If there is any 
criticism of the proposal I expect it will be that it is unduly generous.’ 


But he considered it was impossible to drift on in the hopes of 
obtaining better terms in the face of these heavy maturities. 
Finally, ‘ we have re-established Treasury control, abandoned and 
necessarily abandoned, during the War. We have ceased to 
borrow. We have begun to repay debt.’ 


Debate 


In his opening remarks on the financial statement, Mr. Asquith 
said that this was only the third occasion in the course of eighty 
years that the Budget had been presented by any one other than 
the Chancellor of the Exchequer. It was true that the past year’s 
results had approximated to the estimates, but that was in their 
totals; the details showed large discrepancies. Customs were 
down by £15 millions, and the Post Office showed a deficit of 
£34 millions ; he approved of the distinction which Mr. Chamber- 
lain had drawn between Ordinary and Extraordinary Revenue 
and Expenditure. The estimated surplus, Ordinary and Extra- 
ordinary together, amounted to £177 millions, but it was impossible 
to rely on more than half that figure. 

After calling attention to the increase in the debt since 1919 
and to the large amount of early maturing debt, Mr. Asquith 
observed : 


‘It is all very well to talk about the remission of taxation, but when 
we are indulging in all kinds of more or less costly schemes for the improve- 
ment of mankind in general—a very excellent thing in itself—these figures 
should always be kept before our minds. We are not in a position to 
indulge in adventures, either belligerent or philanthropic, without most 
carefully counting the cost.’ 


His long experience of the House of Commons had taught him 
that ‘on the whole the influence of the House of Commons is 
exercised in favour of larger rather than reduced expenditure ’. 

Sir Samuel Roberts agreed with this last dictum of Mr. 


THE NINTH WAR BUDGET, 1921 359 


Asquith’s, and was much inclined to support a system of rationing 
the Departments. Mr. J. H. Thomas considered that no one 
could view the Budget without apprehension ; there was a figure 
of £200 millions in the current year’s estimate for the Army, 
Navy, and Air Force which was out of all proportion. He hit 
a nail on the head by saying that it was all a question of foreign 
policy. ‘I heard with amazement the Chancellor of the Exchequer, 
when he was considering a reduction of taxation, say the only 
consolation he could give was in relation to wines and cigars.’ 

Sir Frederick Banbury agreed that the House had never shown 
any earnest desire for economy; but Ministers could, if they 
liked, put on their Whips and insist on economy. He would like 
to reduce the debt, but the only way to do so was by reducing 
expenditure. Nor would he wish the Army and Navy to be cut 
down while Europe was in its present state. He suggested a 
reduction of Whitehall staffs and salaries, and a moratorium in 
legislation for at least ten years. A good many other Tory 
Members now began to show their teeth. The Coalition with 
Mr. Lloyd George was fast becoming unpopular in the party. 

Sir W. Joynson-Hicks said that as far as he could make out 
the taxpayer had not paid off a penny of debt; it had all come 
from War stores. What would happen when there were no more 
War stores ? He asked for a full statement of the conditions in 
which the American debt was incurred. Last year there were 
supplementary estimates of £87 millions; he wondered what 
Mr. Gladstone would have said about them. Sir J. D. Rees 
complained that the taxpayer was being ‘ skinned, roasted, and 
eaten’. * When the world is poorer, when this country is poorer, 
when all our money has been spent and we are deeply in debt, 
it is abject nonsense to talk about making people better off than 
before and to keep the star of social reform in the ascendant, 
when as a matter of fact there is no money to carry out these 
reforms.’ 

Mr. A. M. Samuel did not think the country could raise the 
money which the present rate of public expenditure required. 
He was for drastic action: ‘ One of the first methods of getting 
down the expenditure is for the House to give instruction to the 
Government that we will not pass a single sixpence of Supple- 
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mentary estimates.’ It would be a good thing if we were to cancel 
the debts owed to us, if America would cancel what we owed her. 

On the next day, 26th April, Mr. Pretyman continued the 
debate; there were, he said, three heads of expenditure: debt, 
defence, and civil charges; only the last two could be reduced. 
The tax this year which is called Income Tax is not income tax ; 
a large proportion of it is being paid out of capital. Mr. Lambert, 
who rose to protest against the enormous expenditure, said : 
‘ We are discussing, two years and five months after the Armistice 
and in a time of peace, a Budget of £1,058 millions, five times as 
much as our Budget before the War, when we were a richer nation.’ 
The unemployment dole was being paid out of capital. *I am 
perfectly certain’, he continued, ‘we cannot afford to spend 
£207 millions a year on the fighting services.’ He was told that 
the new capital ships would cost ten to twelve millions each ; 
‘ Are we really going into competition with America in regard 
to the Navy?’ What was the cost of maintaining expeditions 
in Palestine and Mesopotamia, and what liability was incurred 
under the housing policy ? It was perfectly right to spend money 
on education, but were we getting value for the £60 millions out 
of taxes and another £40 millions out of rates? The Pensions 
Ministry wanted overhauling; Government officials numbered 
295,000; salaries amounted to £36 millions a year, with a war 
bonus of £34 millions in addition. He reminded the House of 
Disraeli’s saying that ‘ expenditure depends on policy’. Mr. W. 
Graham begged the House to consider a levy on capital as a means 
of reducing the burden of the debt. He denounced the excessive 
cost of armaments, saying that people could not be expected to 
co-operate heartily in reducing national expenditure when they 
knew that what was saved would be spent on naval and military 
preparations. Then turning to a subject to which, as a member 
of the Royal Commission on Income Tax, he had devoted much 
attention, he urged the Chancellor to deal with evasions; from 
five to ten millions a year were being lost in that way. 

Both inside and outside the House of Commons Mr. Chamber- 
lain’s Conversion scheme came in for a great deal of criticism. 
Looking back after an interval of two or three years one finds it 
hard to understand how such a scheme could have been recom- 
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mended by the Chancellor’s advisers in the City or by his per- 
manent officials in the Treasury. In the Committee stage of the 
Finance Bill, Mr. Waddington moved an amendment to prevent 
the Treasury making conversions and exchanges of stock without 
first obtaining the consent of Parliament. He maintained that 
the control of finance should be in the hands of the House of 
Commons, not of a Government Department. In the Budget 
Speech Mr. Chamberlain had stated that the 34 per cent. Conver- 
sion Loan, if successful, would increase the capital of the debt 
by £400 millions and the operation of the Sinking Fund by £74 
millions a year. Fortunately it was not so ‘ successful’, and the 
debt was only increased by £100 millions. All this was done 
without parliamentary sanction. Sir Donald Maclean and Sir 
Godfrey Collins also spoke to the same effect, the latter heartily 
disapproving of the Conversion scheme. Gradually the Treasury 
was encroaching on the authority of the House of Commons, 
and the scheme showed how the Treasury had failed to safeguard 
the taxpayer. The Government now had to pay a higher rate 
of interest than they did two and a half years ago; by their 
policy they had ‘ distinctly lowered the credit of the British 
Empire’. The terms were too generous; the taxpayer had to 
pay 52 per cent., not for a short period, but for forty years or more. 

Reference had been made, Sir Godfrey continued, to ‘ the high 
costof armaments. It is seldom realized thatin every pound of taxa- 
tion this year the cost of armaments amounts to four shillings . . . 
we are standardizing a high cost of armaments for years to come.’ 

Mr. Hilton Young, the Financial Secretary, defended the Con- 
version Loan and the estimates of revenue. They had been 
framed on a conservative basis, and he did not think £30 millions 
an unreasonable estimate for the Corporation Profit Tax in the 
current year. He also contradicted the statement that income 
tax was being paid out of capital in the current year. One member, 
said Mr. Young, advocated a capital levy and another advocated 
inflation, but these were not useful remedies. Then, again, one 
person said we were redeeming debt too slowly and another too 
fast, but he believed that the Government had chosen the happy 
mean between the two. Critics had also said that the Conversion 
Loan had lowered the credit of the British Empire; but on 
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looking at the morning paper he found that Government stocks 
had risen. (That, however, was beside the point because the terms 
of the Conversion scheme were so generous that there was naturally 
a demand for those stocks to which conversion rights applied.) 
The Government, he continued, could not economize without 
help. ‘There can be no task so great as to persuade people to 
do without things, good in themselves, which they are accustomed 
to have.... But what use is it if, while all are exercising their 
forces of economy over the whole field of expenditure, each is 
exercising a little personal force to maintain expenditure in his 
own immediate region ?’ 

Lieutenant-Colonel Allen said that most firms had .a balance 
on the wrong side, but still they would be assessed on the three 
years’ average, two years of which were prosperous. Consequently 
their income tax would come out of capital. Speaking as an 
Irishman about the linen trade, he pointed out that the Govern- 
ment took possession of the mills and then imposed Excess 
Profits Duty. Large stocks were held at rapidly falling prices, 
and the industry was almost bankrupt. 

Mr. Seddon was all for economy but wanted a bit more spent 
on education, which he thought would well repay the expenditure, 
and Viscount Curzon was also an enthusiast for economy except 
as regards his own particular interest. ‘I take an interest in 
one particular department, the Admiralty ; I should like to ask, 
in what direction would you start economising in the Navy ?’ 
He pointed to the number of ships scrapped since the Armistice. 

Major Barnes approved of the innovation in the balance 
sheet distinguishing between ordinary and extraordinary revenue 
and expenditure. It appeared that £410 millions were taken in 
Income Tax and £300 millions returned in interest on the debt. 
Of course, it was only roughly the same people who paid out and 
got back the money, but perhaps it showed that the burden of 
income tax on the whole was more apparent than real. In the 
same way capital taxes amounted to £71 millions, but an estimated 
surplus of £84 millions was to be used for redeeming debt; he 
suggested that perhaps death duties should be increased to provide 
the whole sinking fund. i Eel 

Mr. Oswald Mosley sparred with Lieutenant-Commander 
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Young on the question of taxable capacity and paying income 
tax from capital. Many of the leading bankers considered that 
the present Budget was in excess of the taxable capacity of the 
country. Thus Mr. McKenna had estimated the maximum taxable 
capacity at £1,000 millions. 

* Before the War the annual budget of the country amounted to some 
£200 millions and the annual savings of the community were estimated 
at approximately £400 millions . . . that meant that the surplus of pro- 
duction over consumption before the War amounted to some £600 millions 

. and translating the pre-War surplus of production over consumption 
into present monetary values’ we get £1,400 millions. ‘To maintain the 
same standard of annual capital replenishment as prevailed before the 
War you must have £900 millions. That leaves something less than 
£500 millions a year available for taxation.’ There was no check on 
expenditure ; money was spent before it was authorized. ‘ The Treasury 
is without effective control upon the great Departments.’ 


Sir William Barton asked if the Chancellor of the Exchequer had 
viewed the expenditure on Mesopotamia and Palestine in con- 
nexion with the serious financial position of the country ? It was 
no use talking about economy * if the Government itself does not 
adopt a policy which would lead to economy’. It was the business 
of the Chancellor to prevent his colleagues entering on policies 
which would lead to increased expenditure. 

Mr. Wintringham believed that the revenue out of the land 
was less than the taxation of the land. ‘I am the unlucky 
possessor of some land. I will offer that land to the Financial 
Secretary of the Treasury if he will pay the taxes and gamble on 
any profits there may be after the taxes are paid.’ He hoped the 
Chancellor would resist pressure for schemes and reforms that 
involved expenditure. ‘ There should be some attempt to ration 
the different Departments.’ 


Budget Resolutions 


When the discussions on the Budget Resolutions opened on 
2nd May, Major Barnes introduced one of the ‘hardy annuals’ 
by moving ‘to leave out of the Resolution power to impose a 
continuance of the increased duty on tea’, His object was ‘ to 
lighten to some extent the very heavy load of indirect taxation 
which is resting on the people’. He recalled how the Tea Duty 
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had risen from 5d. in 1914 to a shilling in 1921; he said that 
£323 millions were raised by Customs and Excise, and indirect 
taxation worked out at about 12s. 6d. a week for a family of five 
persons. In seconding, Mr. Kiley said the duties imposed on food 
and other commodities had resulted in increased wages, while 
bonuses had been ‘ based on the increased cost of commodities, 
and that increased cost has been dependent on increased taxation 
placed upon different goods’. 

Colonel Newman said that before the war tea was 94d. per |b. 
and now was only 10d. in Mincing Lane, while it should be 
remembered that the rise in taxes was allowed for in the Ministry 
of Labour’s Cost of Living index number on which the bid of 
organized labour and civil servants’ were based. 

Mr. W. Graham maintained that the money could be found 
for this remission of the Tea Duty if the Government adopted 
the proposals of the Royal Commission on Income Tax as regards 
evasions. Every housewife knew there was a great difference 
between the facts and the figures of the Cost of Livingindex number. 

Sir Godfrey Collins said an analysis of the revenue figures 
showed that the percentage paid by the direct taxpayer was the 
same as before the war. Excluding Excess Profits Duty this year 
the direct taxpayers were contributing £512 millions and the 
indirect £323 millions, in other words 61 per cent. and 39 per cent. 
respectively. According to Sir B. Mallet’s figures the direct tax- 
payer was paying about 60 per cent. in pre-war days. The country 
was too heavily taxed and, whether he agreed with the reduction 
or not, he would oppose every duty, because too much money was 
being taken from both classes of taxpayers. 

Mr. Myers said economies in expenditure could be made which 
would more than counterbalance this £17 millions of tea revenue. 
More than this was being worse than wasted in various phases 
of military activity. The taxes on sparkling wines and cigars 
were being reduced but the tea duty was continued! Mr. Marriott 
agreed that this sum and a good deal more could be saved on 
expenditure. But there was a very good reason for reducing 
the Cigar and Sparkling Wines Duty. After all the object of 
taxation was revenue. 

Mr. Hilton Young in reply said that some of the figures given 
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by critics were misleading. ‘For the current year, excluding 
Excess Profits Duty, the percentage of direct taxation is 62-3 and 
the percentage of indirect 37-7. Last year the percentage of direct 
taxation, excluding Excess Profits Duty, was 59-6 or rather less 
than 3 per cent. less than this year.’ Therefore it was not true 
that the direct taxpayer had been relieved at the expense of the 
indirect, in fact it was the reverse. In any case, he asked, where 
would this money come from? He estimated the cost of the 
proposal at £16 millions. 
* Finally on this question, this old and time-honoured question of the 
tea duty, whatever theoretical arguments there may be, it is universally 
, recognised, I believe, by everybody, who considers taxation from a 
practical point of view, that a new tax is a bad tax and an old tax is a good 
tax. Whatever may be the theoretical incidence of the tax, one which 


has existed over a long period of time has generally settled down in its 
burden on different classes.’ 


After further discussion the amendment was lost by 188 to 
32. Mr. Kiley then moved an amendment to abolish the McKenna 
duties. * These duties’, he said, ‘ were imposed for war purposes 
in order to prevent the importation of articles which were regarded 
at that time as luxuries.’ The duty added very considerably to 
the cost. ‘Formerly there was a large trade in re-exports in 
these articles, and London was recognized as the market for these 
goods to America, Japan, India, South Africa and the British 
Dominions, and that trade has been very seriously interrupted. 
I can assure the House that it has gone down to nearly two-thirds 
of the pre-war figure. The duty was also on the component 
parts, so that our manufacturers were seriously hampered. 
Mr. Kiley explained at length the complications, ramifications, 
and expense of these duties. 

* An invoice was shown to me the other day from a receiving agent. 
It was a bill for clearing cases and the first item was— 

Taping and sealing 7s. Od. 
When these goods arrive they have to be sealed, so that nothing is 
abstracted. Then the account went on : 


Taking into bonded warehouse 
Opening for Customs examination 
Bonding charges . : 

Entry and formalities . 
Warehousing charges 
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These are all charges that have arisen out of the imposition of the war 
taxes, which did not exist in pre-war times, and they all relate to one 
consignment. . . . Is it to be wondered at that commodities are costing 
more than they did in pre-war days? It is really desirable that these 
war-time measures and restrictions should be removed.’ 


Mr. Galbraith seconded the amendment, and Mr. Mosley in 
supporting it said it was impossible to make out a case for levying 
a duty on antique musical instruments. As this trade was entirely 
re-export, such a duty did not protect any one or bring in any 
revenue. 

Major MacKenzie Wood spoke in favour of the amendment. 
‘The Vote’, he observed, ‘ is in charge of a Minister (Mr. Hilton 
Young) who, I understand, was elected to this House as a free 
trader and has been one of the protagonists of Free Trade during 
the years he had been in this House.’ In his opinion there were 
good reasons for imposing the duties during the War, but he would 
like Mr. Hilton Young to give any good reason why they should 
be continued now. The duties really discriminated between rich 
and poor, because they were chiefly levied on the cheaper articles, 
e.g. cheap cars and watches. The duties could not be regarded 
as a blow against Germany ‘because we passed a Reparations 
Act the other day which has had the effect that we on this side 
predicted it would have, of stopping all trade between Germany 
and this country’. Major Hayward said it was quite clear that 
the question of revenue had nothing whatever to do with the 
imposition of these duties. ‘ As it was subsequently found that 
the policy of imposing the duties did not succeed in keeping out 
these articles altogether, another policy was resorted to, namely, 
the prohibition of the imported article. That was done, and until 
after the Armistice the importation of these articles was entirely 
prohibited. . . . Let us not use the existence of these duties to get 
in the thin end of a policy of protection in this country.’ 

Both Sir Robert Horne and Mr. Hilton Young argued from 
the point of view of the duties as revenue producers ; ‘ it would 
be folly to resign any revenue producing duty’, said the latter. 
But Mr. Lambert easily showed that this argument would not 
hold water because ‘if that be so, and if it is not a protective 
tax, why is there no countervailing Excise Duty placed upon 
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similar articles manufactured here? . . . If you want to be fair 
you should put a 33} per cent. duty on wheat and meat, but no 
one dares to suggest that.’ 

Mr. Young went on to defend himself as a free trader, saying 
that an eminent Free Trader (Mr. McKenna) had introduced the 
duties and Mr. Asquith supported him on that occasion. In 
1920-1 the duties were estimated at £3,750,000 but actually 
yielded £5,500,000. In the current year owing to general trade 
conditions they were conservatively estimated at £2,100,000. 
They helped to stabilize the American exchange. The duties were 
not part of the permanent revenue system of the country. 

Sir Robert Horne said the whole question was one of revenue. 
* These duties were imposed by the most impeccable of free trade 
economists. They were imposed for three reasons: to raise 
revenue, to prevent expenditure on luxuries and to save shipping 
space. It was true that the ground of saving shipping space had 
disappeared but the other two reasons remained. There was no 
duty on commercial cars, only on private cars. 

Captain Wedgwood Benn invited free traders to consider very 
carefully where they were being led, and Lieutenant-Colonel 
Murray said the duty of 334 per cent. on motor-cars was a great 
burden on farmers. Several other speakers insisted that the 
duties were being maintained for Protectionist purposes. 

Certain trades, said Sir Godfrey Collins, received 334 per cent. 
help and other trades very rightly asked why should they not be 
supported likewise. ‘This country is suffering from one thing, 
and one thing only, namely, high prices. Britain can only live 
if she is able to export her goods to every part of the world. 
A system which has stood fifty years of peace and six years of 
war—I mean the system of Free Trade—is one which should 
continue in the future. These arguments, however, were of no 
avail. The amendment was lost by 186 to 42. 

Mr. G. Locker-Lampson then moved an amendment to reduce 
the income tax. ‘ The result of this amendment, with the con- 
sequential amendment which is on the paper, if carried, would be 
to allow the 6s. income tax, the normal rate, to run for the first 
six months of the present financial year, but to reduce it by 6d. 
in the second part of the year, making it then 5s. 6d. instead of 6s.’ 
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The Government would argue, said Mr. Locker-Lampson, 
that it destroyed the ‘ sweet simplicity’ of a uniform rate, but 
the taxpayer would prefer a 6d. reduction to all the * sweet 
simplicity ’ of the present system. It would cost £15 millions, but 
he argued that the Treasury had underestimated the revenue. 
Last year, in spite of the slump, the estimate had been exceeded 
by £7 millions. There would also be a large reduction in expendi- 
ture. There was the war bonus to civil servants; ‘I think I am 
pretty accurate in saying that the total bonus comes to about 
£45 millions a year, but the cost of living is gradually coming 
down.’ Yet the Treasury did not appear to have taken this into 
account. £22 millions were being spent on the military forces 
in Ireland, but there must be a settlement some time. ‘Then 
there was a possibility of German Reparations. | 

Mr. Cautley seconded the amendment. ‘ The first considera- 
tion’, he said, ‘ that appeals to me is this. Shortly before the 
War we had an income tax of Ils. We are saddled with what 
apparently looks like being a permanent tax of 6s. in the pound ; 
in other words, that one tax had been raised sixfold.’ With the 
increased assessment and income tax, the large occupier of land 
paid 36 times the tax he did before the War, and in addition to 
that rates had risen three or four times. The Chancellor had, he 
considered, a large enough surplus to allow this. 

Mr. E. Harmsworth supported the amendment from a different 
point of view. He would like the income tax reduced by more 

_than 6d., because so long as the Government could take money in 
the way they had been doing, they would not reduce expenditure. 
“It all comes back to the point of expenditure. . . . Until the House 
insists upon the reduction of expenditure, we cannot hope for any 
reduction of taxation.’ 

Mr. Young agreed with much that had been said, but the 
trade revival might be delayed. The war bonus would fall as the 
cost of living went down, but it would be unwise to discount it in 
advance, and it was more prudent not to take Reparations into 
account. 

Mr. W. Graham wondered whether it would not be better to 
make some change in the scale of tax up to £2,000 rather than 
to make a general reduction from 6s. to 5s. 6d. The abatements 
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were not nearly generous enough. Colonel Allen considered it 
quite impossible to reduce the income tax while the present 
expenditure continued. The amendment was rejected by 154 to 
20 votes. 

Second Reading 

Lord Robert Cecil, who opened the debate on the Second 
Reading on 25th May, declared that it was impossible to avoid 
repeating what had been the theme of so many observations made 
on the Budget, namely, the very large—the enormous—figures 
which were involved in this scheme of taxation. The Government 
had produced a White Paper, but there was no hope or promise 
that expenditure would be reduced below £950 millions. It 
reminded him of ‘ Alice Through the Looking Glass’, where 
the Red Queen explained; ‘You must run very fast indeed to 
remain where you are. ‘The Government could only succeed in 
keeping taxation no higher than it was. 

Sir Donald Maclean quoted Mr. Lloyd George’s circular to the 
departments: ‘If they cannot reduce expenditure, they must 
make room for somebody else who can. That is the public temper 
and it is right.’ But neither the House nor the Government had 
any desire for economy. Ministers absented themselves from 
financial debates. We were spending vast sums on armaments ; 
but against whom, he asked, were they directed? It had been 
found that if staffs of departments were reduced they only went 
to another department. Referring to the greatly increased cost 
of education, Sir W. Pearce said that in his early days a child 
could be educated for a shilling a week, but ‘ to-day every child 
who goes into an elementary school costs the Government and 
the rates six shillings a week’. He doubted whether the House 
realized how much the Ministry of Labour did, and would, cost. 
Mr. Wise drew attention to a letter from Lord Inchcape referring 
to the falling off in the volume of imports and exports and to the 
bankers’ memorandum. 

In reply Sir R. Horne said the real point of this debate was the 
question of economy and expenditure. He agreed that the 
expenditure over recent years was ‘startling’ and still gave rise 
to apprehension ; but he hoped the House would remember the 
actual reductions, and he quoted figures for the fighting services 
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in support. ‘One more example from the Treasury Bench of 
fatuous optimism’ was Commander Kenworthy’s description of 
the Chancellor’s speech. The Commander went on to complain 
of the policy which caused money to be spent all over the world ; 
the Government, however, had another large majority on the 
economy amendment of 213 votes to 46. 


The Budget in Committee 


On the Committee stage, 16th June, Major Barnes raised the 
question of Colonial Preference in its application to tea. This 
experiment in Tariff Reform, he said, had not been successful, 
and as in the case of the McKenna Duties, the preferential tariff 
destroyed our re-export trade. He quoted a letter from a tea 
broker : 


‘ Prior to the introduction of the differential tariff, London was the dis- 
tributing centre for China tea. Merchants used to bring the bulk of the 
season’s exports from China to London, with a view to catering for the 
demand which existed in the United Kingdom, and also the Continental 
and other foreign market demand. The differential duty, penalizing China 
tea to the extent of 2d. a pound, has resulted in making that particular 
kind of China tea, which was suitable for Continental demand, absolutely 
useless for inclusion in low-priced blends in the Home trade. The result of 
the loss of the alternate market for inclusion in home trade blends has been 
to cause the importation of this class of tea entirely to cease, leaving the 
Continental demand to be filled either direct from China or from Hamburg 
or Holland. Thus does London lose all this distributing trade.’ Regarded 
purely from the point of revenue the preference served no good purpose ; 
* A loss of trade means a lass of income, and a loss of income means a loss 
of revenue.’ 


Sir William Barton considered that the preference on tea 
had worked out in a way which had never been contemplated ; 
even from the Tariff Reformers’ standpoint it was almost useless 
because 90 per cent. of the tea imported came from India and 
received a preference. It was of no value to India, and dis- 
criminated against two countries, China and Java, neither of 
which discriminated against us. Captain Wedgwood Benn, who 
had always considered it offensive to the real spirit of Empire 
for the Government to think ‘that by some cash arrangement 
of this kind you can unite the Dominions to this country ’, declared 
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that the preferences were very irregular in operation. Mr. Joseph 
Chamberlain had been right when he pointed out that to make 
such a system effective you must have a tax on raw materials 
and food. In reply Sir Robert Horne said that the discussion, 
‘now threadbare through very frequent controversy’, had pro- 
duced no novel arguments ; but he made up for the deficiency by. 
finding a novel, if curious, defence of the preference on tea. He 
argued that the preference really benefited the community 
because on 90 per cent. of the tea imported there was a rebate of 
2d. per pound; but Major Barnes then asked: ‘ Why not put 
a two shilling tax on tea, and give a preference of ls. 2d., and 
then point to the advantages which the home consumer is enjoying 
in not having to pay that Is. 2d.?’ The point was that were 
it not for the twopenny preference the tax on all tea would be 
10d. instead of a shilling. Major Barnes further pointed out that 
during the past year the imports of black tea to London from 
China had fallen from ten million pounds to under one million, 
ang that did not indicate the true significance because the ten 
million pounds were going to be blended with a very much larger 
quantity destined for export; the preference was killing this 
re-export trade. 

When this amendment had been rejected, Mr. Neil Maclean 
moved to abolish the ‘increased duty on tea’, using much the 
same arguments as had been used on 2nd May. Sir R. Horne 
said that ‘ quite candidly if I were in a position to propose a 
reduction of the tea duty I would have done so’. He agreed that 
it was a burden, but it brought in £16 millions. 

All amendments of this kind were sure to be defeated by over- 
whelming majorities, and Colonel Wedgwood could not have 
expected any other result when he moved to abolish the additional 
duties on dried fruits. The Government, he said, professed a 
desire to bring down the cost of living ; * if we could get the duties 
off currants and raisins and figs and prunes, it would do something 
to bring down the budget of the ordinary household.’ 

Mr. Kiley again moved to abolish the McKenna Duties, and 
again stressed the vexatious difficulties and expenses involved. 
Captain W. Benn quoted Mr. Bonar Law’s pledge, ‘ Duties of 
this kind would never be continued under any circumstances when 
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the War was over’ ; he also recalled that when they were imposed 
the present Minister of Health (Sir A. Mond) had said: * The 
articles selected were ridiculous, the results were absurd, and the 
proposals would not achieve what was intended. Captain Benn 
asked what the Coalition Liberals meant to do, especially the 
Financial Secretary (Mr. Hilton Young) who last year ‘ most 
sturdily went into the lobby in opposition to them’. Surely they 
did not like things which * reek and stink of old-fashioned Protec- 
tion’, as one of them had said! Sir R. Horne thought it too late 
in the day ‘ to discuss practical measures from the point of view 
of the old Free Trade and Tariff Reform controversy’, he needed 
the money and it was better to get it by the taxation of luxuries. 

Another attempt was made to reduce the Income Tax. Mr. 
Pretyman moved to substitute 5s. for 6s., and while he knew that 
his amendment had no chance of being carried he still maintained 
that in many cases the taxpayer, especially if he was a landowner, 
could not pay his tax out of income, since rates and other charges 
swallowed so much. He gave instances of incomes which seemed 
big enough, e. g. a Scottish property rated at over £42,000, where 
maintenance absorbed £19,200, while rates, taxes, and other 
statutory burdens required £22,800, so that in the end the owner’s 
net income was only £467. Sir R. Horne knew the estate men- 
tioned and admitted Mr. Pretyman’s figures, but could offer 
nothing except sympathy. Figures from other estates were then 
given by Major Steel to show that agricultural landowners had 
no surplus out of which to maintain fences and farm buildings. 

When this amendment had been withdrawn Mr. Rawlinson 
and Mr. Inskip tried vainly to get special exemptions for charities, 
quoting the Royal Commission in their favour. 

Whenever Excess Profits Duty came up in successive Budgets 
attempts were made to lessen the hardships which this kind of 
taxation is bound to inflict. Now, on 20th June, Colonel Hurst 
put the hard case of firms who closed their accounts between 
August and November 1920, when the boom was at its height, so 
that stocks were valued highly and book debts looked good. The 
Chancellor thought this grievance was sufficiently met by the 
concession which allowed firms to write off a loss against the profit 
on which they had already paid, down to 31st August 1921. 


THE NINTH WAR BUDGET, 1921 373 


_ Shipowners, too, failed to obtain a later valuation date than 
31st December 1920, which they wanted in order to set the post- 
war fall in ship values against the high war-time values. 

On Clause 34, Mr. Chamberlain’s recent 3} per cent. Conversion 
Loan came in for some rough criticism, which we have already 
summarized, 


As amended considered 


On 18th July a new clause was brought in by Sir Robert 
Horne to meet the objections raised in Committee over the 
Entertainments Duty; it provided exemption for the shows of 
societies promoting agriculture, industry, and health if not con- 
ducted for profit. Objection was taken on the ground that the 
clause really gave no relief, because it did not exempt such shows 
if they had some lighter entertainment, such as a band; but the 
clause was passed. 

Sir T. Bramsdon was successful in getting certain school enter- 
tainments exempted from the Entertainments Duty, but no 
success attended Mr. Newbould’s proposal to substitute a lower 
scale of entertainments’ duty ranging from 3d. on 23d. payments 
to 2s. on 15s.; he maintained that the present taxation was 
killing the goose that laid the golden eggs. 

Sir Robert Horne said that the amendment would cost £14 
millions. Mr. Ormsby-Gore was equally unsuccessful in an 
attempt to claim exemption for the exhititions of art societies. 

Sir W. Barton moved, on 18th July, to reduce the Sugar Duty 
from 23d. per lb. to 13d. He recalled how the duty had risen from 
1s. 10d. per cwt. (or 4d. per lb.) in 1913 to 25s. 8d., an increase 
of fourteen times. Sir Godfrey Collins, who was a strong supporter 
of high taxation during the War, said it was now a question 
whether war taxation should be continued in time of peace. 
‘ This is a thoroughly bad and vicious tax, excessive in amount, 
and raised to its present level through war pressures’; it fell 
most heavily on the poor. He supported the amendment for 
three reasons: ‘ First, that the duty was raised to a high level 
during the War ; ; secondly, that it is a bad tax, imposed on food 

1 When Mr. Snowden abolished the duty on the cheaper seats the cinema industry 


made a rather ungenerous response, and complaints were heard that the remission was 
not passed on to the taxpayer. 


374 THE NINTH WAR BUDGET, 1921 


and raw material; and thirdly, that reduced revenue would be 
the most effective method of curtailing Government expenditure.’ 
But the Chancellor, while wishing to relieve all articles of food 
and agreeing that all taxation was too high, declared that he could 
not afford to lose the amount involved, viz. £93 millions in the 
current year or £15 millions in a full year. On a division the 
amendment was lost by 135 votes to 65. 

A proposal by Mr. Kiley to repeal the duty on mechanical 
lighters had the good fortune to be accepted. Mr. Kiley said that 
the duty had killed the manufacture, and a question extracted the 
fact that the duty only yielded £18 in three months ; Sir R. Horne 
explained that the duty had been put on to protect the Match 
Duty, but now he would be glad to accept a clause repealing the 
duty on mechanical lighters. 

On the following day Mr. Kidd managed to defeat the Govern- 
ment (by 137 to 135) on an amendment extending a clause, 
which gave exemption from C.P.T. to interest on 34 per cent. 
Conversion Loan and 53 per cent. Treasury Bonds, to the profits 
of a co-operative society from * trading with its own members’. 
He argued his case cleverly, but it was really based on the notion 
that profit-making is wrong in itself and that the profits made 
by mutual trading are not ‘ profits’. He said that the better-class 
societies gave their members the advantage of lower prices, 
making no profits, and were therefore not liable to tax; the 
poorer-class societies charged higher prices and gave a ‘ cash 
bonus’. Sir R. Horne wondered * where would the revenue of 
the country be, supposing there were no other traders but co- 
operators ?’ This was the true case for the Government, since 
Co-operative Societies are really trading companies which compete 
with other trading companies ; it is hard to see why one should 
pay a special tax which the other escapes. 


Third Reading 


On the motion for the Third Reading on 29th July Mr. Mosley 
moved that in view of the serious decline in public revenue a fresh 
statement of the financial position should be laid before the House 
before further progress was made with the Bill. He pointed out 
that whereas the Budget surplus was estimated at £80 millions 
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there were already supplementary estimates for £72 millions. 
In an able speech he drew attention to extravagant expenditure, 
shrinking trade, declining revenue, and over-taxation. Sir D. 
Maclean spoke in the same strain and asserted the need of reducing 
the number of Government employees, whose salaries ‘ amounted 
to £100 millions a year’. In reply Sir R. Horne complained that 
the Opposition never condescended to specify the departments 
in which economy should take place; there were immediate 
cries of ‘ the Admiralty ’, ‘ the War Office’, ‘ the Air Force’, and 
‘ the new Ministries’. Sir Robert was unable to explain away the 
swollen establishments, though he pointed out that staffs were 
required to deal with unemployment benefit and with the dis- 
tribution of 12 million medals. Larger staffs were necessary in 
the accounting departments to liquidate war accounts. He also 
argued that the state of British finances was the envy of the 
world. After further discussion a division gave the Government 
a majority of 151, and the Bill was read a third time and passed. 


Comments on the Budget of 1921 


This Budget was even less popular in the country than in the 
House of Commons, where it was carried by a mechanical majority. 

The Economist treated the Budget rather contemptuously, 
saying on 30th April that, ‘ as was expected, there was very little 
in the Budget’. The abolition of the Excess Profits Duty had 
been announced already, and all knew that the duties on cigars and 
sparkling wines would be reduced, because the higher rates were 
actually causing a loss of revenue. Mr. Chamberlain had taken 
credit for a large reduction of debt; the Economist remarked : 

‘It was certainly a fine achievement to put £2594 millions into Debt 
reduction, but we must not crow too largely about it. In the first place, the 
figure of debt reduction ignores several items, enumerated by Mr. Chamber- 
lain,—interest accrued on Savings Certificates, £11 millions ; additional 
premiums due on National War Bonds, £44 millions, if all the Bonds 
were held to maturity ; interest accrued on debt to the United States 
Government £65 millions ; £120 millions in all; rather a large offset.’ 


Further, the debt was really paid out of sales of assets. In future, 
special receipts and expenditure would be separately stated, a 
welcome change. 
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The Economist complained that the estimated decrease in 
expenditure was much too small; £974 millions ordinary, plus 
£66 millions special, made £1,040 millions as compared with 
£1,195 millions last year—a disappointing reduction. The surplus 
of £1764 millions (including special receipts) would certainly be 
reduced by the coal strike and further contingencies. 

The Economist also endorsed the criticism that much income 
tax and super-tax were being paid out of capital. It condemned 
the 34 per cent. Conversion Loan as premature : 

“A scheme that adds (if completely successful) nearly £370 millions to 
the capital of the debt, and nearly £34 millions to the interest charge, is 
such a bottom upwards conversion that it looks more like perversion. It 
applies to the National War Bonds due from October 1, 1922, to September 
1, 1925, of which £632 millions are outstanding . . . Those who convert 
will secure for at least 40 years a return on the amount of their original 
investment, varying according to the maturity of the Bond converted 
from about £5 14s. Od. per cent. to £5 12s. Od. per cent. This is very 
pleasant for them, but not for the taxpayers, who will have to meet the 
increased charge.’ 


Fortunately for the national finances a strong movement was 
now on foot, in which powerful business men co-operated, to 
compel retrenchments in expenditure. The real utility of this 
Budget and of the discussions in the House of Commons was that 
it accentuated the connexion between extravagant expenditure 
and excessive taxation. 


CHAPTER VIII 
THE TENTH WAR BUDGET, 1922 


In the King’s speech on 7th February 1922 will be found the 
following passage : 

‘Every effort has been made to reduce public expenditure to the 
lowest possible limit, regard being had alike to the security and efficiency 
of the State, to public obligations and to the necessity of relieving our 
citizens to the utmost from the burdens which now rest heavily upon them. 
Retrenchment upon so great a scale must necessarily involve hardship 
to individuals and postponement of public hopes. But in a time of great 
industrial depression, such as that through which the world is at present 
passing, it is a necessity of the situation that economy be practised by all 
and in every direction; and I look for your support in securing the 
economies which are essential.’ 


In the debate on the Address on 7th February, Sir Donald 
Maclean welcomed the fact that economy in public expenditure 
now took a leading place in the King’s speech. He pointed out 
that from Ist April 1919 to Ist April 1922, * in the Supply Services 
—and when I say Supply Services, I include the Fighting Services 
—and in the Revenue Departments, this country has raised no 
less a sum than £4,531,000,000’, which was more than half the 
cost of the War. Economies had been indicated by a Treasury 
Committee and by the Geddes Committee, and he welcomed 
every and any means of effecting retrenchments, * but it shows how 
far short this House has fallen in its primary duty of looking after 
the finance of this country when it has to get men who, except 
the Chairman,! have never been in this House, to address them- 
selves to the subject’. Other Members referred with satisfac- 
tion to the Washington Conference as promising a reduction in 
expenditure on armaments and a new era of friendship between 
Great Britain, Japan, and the United States. 

On 13th February Mr. Asquith moved an amendment to the 


1 The Committee on National Expenditures consisted of Sir E. Geddes (chairman), 
Lord Inchcape, Lord Faringdon, Sir J. Maclay, and Sir W. Guy Granet. 
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Address regretting ‘that the extravagance of your Majesty’s 
Ministers has imposed upon the country a crushing burden of | 
taxation and that they have been unable to make a definite 
promise that taxation will be reduced so as to stimulate trade and 
decrease unemployment’. In support of this he referred at 
length to the Geddes Report, which had just been published. 
This report—which had been held back for two months—had_ 
stated that the reductions proposed by the departments were 
automatic. Mr. Asquith went on to complain of the ‘ counter- 
blast of the Board of Admiralty, which accuses the authors of the 
report of gross negligence and abject ignorance’. He wondered 
what Mr. Gladstone, Sir William Harcourt, or Sir Michael Hicks- 
Beach would have said to that. 

The report pointed out inter alia that the personnel of the 
Army was 29,000 more than before the War, and the cost of the 
War Office was £1,300,000 compared with £457,000. Yet the war 
to end war had been fought and won. Mr. Asquith said: ° You 
ought to budget . . . upon the assumption that you will not have 
a recurrence of the competitive system of rival armies among the 
various nations of the world.’ While agreeing that our expenditure 
on education was colossal and that there was plenty of room for 
economy, Mr. Asquith said we must be careful not to economize 
on efficiency. 

Sir Donald Maclean complained that during the three years 
of the present Parliament there had been £450 millions of supple- 
mentary estimates. On a supplementary estimate for the Civil 
Service and Revenue Departments he said the civil servant was 
being treated ‘extraordinarily favourably’ under the bonus 
system. On another supplementary estimate Sir G. Collins said, 
‘For every pound saved this year the Government are asking 
the House of Commons to find an extra £2 10s. Od.’ 

On Ist March, during a discussion on the Geddes Report, 
Sir Robert Horne explained that, whereas the Geddes Committee 
had suggested reductions of £86 millions, the Government could 
only agree to £64 millions. The Geddes Committee figure for the 
Navy was exclusive of the savings due to the Washington Con- 
ference ; Sir Robert Horne put the difference at £11 millions. 

The actual figures were as follows : 
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Geddes reduction Actual reduction 
£ £ 
Army . 2 . 20,000,000 16,500,000 
Navy ~. ; : : 21,000,000 15,348,000 
Education ’ : é 18,000,000 6,105,000 


Mr. Asquith said that in twelve months—four years after the 
War—the Government had reduced expenditure by £181 millions, 
and the Geddes Report was a ‘formidable indictment’ of the 
Government. Although there was an enormous load on the 
taxpayer, the Government had ‘ added gratuitously to its weight 
by their adventures in Russia, Iraq, and the Middle East’. 
Mr. George Lambert, an ex-Minister with Admiralty experience, 
said, ‘If we are to have economy there must be economy all 
round.’ The country could not afford to maintain about 891,000 
state-paid servants. Sir Donald Maclean asked against whom we 
were arming. 

On the Army Estimates Sir Donald Maclean again criticized 
expenditure and the policy which caused the expenditure. He 
complained that the staff of the War Office was over 300 more than 
before the War and cost three times as much as in 1914. Referring 
to the warlike expeditions all over the world he said, ‘ It is the 
policies of the Government that have been the cause of this huge 
military expenditure.’ 

Speaking on the Navy Estimates Mr. G. Lambert complained 
that British armaments now cost £137 millions as against 
£80 millions pre-war. He wondered ‘ when peace is going to 
break out in Europe or in the world, so that we may have a reduc- 
tion in the Estimate for fighting forces’. He could not under- 
stand why the Estimates for the Navy ‘ should be £14 millions 
more, or had it not been for the Washington Conference, some- 
thing like £32 millions more’ than when there was a German 
fleet. There were now six dockyards as against five before the 
War, with a consequent increase in personnel. They could not 
get away from the Geddes Report. 

On 22nd March Field-Marshal Sir Henry Wilson, while looking 
at it from rather a different point of view, also raised the question 
of military occupations all over the world. We could save 
money, he said, by reducing the size of the Army ; ‘ but there is 
another way ... of saving that money, which to my mind is much 
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better and that is—I have been advocating it ever since the 
Armistice—to come out of those places which do not belong to 
us, and to hold on to those that do.’ 

At the Mansion House on 24th April Lord Inchcape, an impor- 
tant member of the Geddes Committee, complained that the 
Government had whittled down their proposals by 30 per cent. 
‘The question is’, he said, ‘ are you, and is the country, willing 
that this vital issue of economy should be made the football of 
party politics or of departmental pride and intrigue? ... At 
present we are slithering down an inclined plane of predicate 
and indebtedness that will land us, unless we act promptly and 
resolutely, in the ditch.’ 

The Budget for 1922-3 was opened by Sir Robert Horne on 
Ist May 1922. In surveying the past year he said, * It proved 
to be of unexampled trial and difficulty for industry and com- 
merce, and therefore also for finance.’ There was the great coal 
stoppage, and the trade boom had given way to depression. 
Unemployment, the inevitable consequence, was a heavy burden 
on the State. Members of the Opposition had expressed dark 
forebodings as to the outlook, and Lord Robert Cecil had ‘ wrapped 
himself in impenetrable gloom over the Budget’, 

The previous year’s estimates had shown a surplus of £177 
‘ millions ; but the Budget speech had indicated that £97 millions 
must be ear-marked for expenses in connexion with the coal 
stoppage and compensation to the railways for Government control 
during the War. Consequently the Budget anticipated a surplus 
of £80 millions available for debt redemption. As a matter of 
fact both revenue and expenditure were over-estimated with the 
following result : 


Actual Estimate 
= = 
Revenue ‘ : s . 1,124,880,000 1,216,000,000 
Expenditure . : i . 1,079,187,000 1,136,000,000 
Surplus : s : ‘ 45,693,000 80,000,000 


Customs brought in rather more than the Budget estimates 
and Excise rather less, but together they exceeded the Estimates 
by £1,343,000 at £324,343,000. Estimates for beer were exceeded 
by £2 millions, and tobacco, sugar, and tea were also higher, but 
spirits were £7,500,000 lower. 
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The Inland Revenue Duties fell short of the Budget estimate 
by the huge figure of £110,726,000, principally accounted for by 
a short fall in E.P.D. of £89,548,000. The Corporation Profits Tax 
was £12,484,000 under the estimate, and Income Tax was 
£11,613,000 less. 


* In each case the deficiency must be attributed to trade depression . . . 
The unpaid arrears of E.P.D. amounted at the beginning of last year to 
£287 millions and £131 millions net were assessed during the year, making 
the large total of £418 millions. But the gross collection—this is the 
critical amount—amounted only to £122 millions, of which £92 millions 
were exhausted by repayments. Unpaid arrears outstanding at the end 
of last year amounted to £296 millions. . . . Taking all the circumstances 
into account, I think we shall agree that the Income-Tax yield was not 
unsatisfactory. Indeed, it is remarkable in a year like that through which 
we have come that we should have collected nearly £339 millions in Income- 
Tax and Super-Tax. . . . Super-Tax produced £1,730,000 more than was 
expected and a surplus of £4,191,000 was realised on Death Duties. 
Stamps fell short of the estimate by £1,362,000.’ 


Miscellaneous receipts brought in £197 millions, the main 
items being £174 millions from excess interest on currency note 
account; £444 millions for occupation troops in Germany ; 
£422 millions from -Disposals Commission; £29 millions from 
Ministry of Shipping; £19 millions from Ministry of Food. 
“In total the revenue was less than we anticipated by £91 millions 
odd, of which £89 millions was accounted for by failure of Excess 
Profits Duty.’ 

In expenditure £11 millions were saved in Consolidated Fund 
Services by placing Treasury Bills at favourable rates owing chiefly 
to the reintroduction of the tender system. £46 millions were 
saved in Supply Services on the Budget estimate of £765 millions ; 
but supplementary estimates amounted to £121 millions or 
£24 millions more than anticipated. 

On this basis the net voted supply was £789 millions, and the 
saving £69 millions. The Navy was £4 millions less, the Air 
Force was £5 millions less, Pensions were £14 millions less, and 
£46 millions were saved on various Civil Service votes. 

‘The surplus of revenue over expenditure in 1921-2, as I have said, 


was £45,693,000. This has been applied to the redemption of debt, 
together with £25 millions which was included for debt reduction on the 
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expenditure side of the Budget.’ Adding certain other items, ‘the total 
applied to debt reduction in the year was £88,466,000’. In spite of this 
the dead-weight debt increased from £7,574,358,000 on March 31st, 1921, 
to £7,654,500,000 on March 31st, 1922, as near as he could estimate it, 
due to the Conversion Loan. 


The external debt was reduced during the year by £71 millions 
to £1,090,184,000 ; ‘this sum may be regarded as now being 
represented by an equivalent sum of internal debt.’ During the 
past three years the external debt had been reduced by 
£274,666,000. Our debt to the United States now amounted to 
4,166 million dollars. The Floating Debt had also been reduced 
during the past year by £246 millions to £1,029,515,000. 

Turning to the question of early maturing debt Sir R. Horne 
said that the amount maturing in the four years 1922-3 to 1925-6, 
including premiums on National War Bonds, but excluding Savings 
Certificates, was £626,830,000. He hoped that the improving 
prices of British Government securities would enable favourable 
conversions. 

‘Instead of £232 million bonds maturing in 1922-3—the figure given 
in the Budget of a year ago—the figure has been reduced on the Ist April, 
1922, to £155 million. Since that date... not only have we more than 
covered, by new five year bonds issued by tender, the £21 million of 5 per 
cent. Exchequer Bonds falling due Ist April, 1922, but £26,339,000 of 
National Bonds falling due on 1st October, 1922, have been exchanged 


by their holders under the option attaching to those bonds into 5 per cent. 
War Loan 1929-47.’ 


In brief the external debt had been reduced by £71 millions, 
the Floating Debt by £246 millions, and early maturing obligations 
by £260 millions. Coming to the financial year 1922-3, Sir Robert 
Horne divided the totals, as in the previous year, into ‘ Ordinary’ 
and ‘ Special’ revenue and expenditure. 

Including £25 millions for supplementary estimates the supply 
expenditure amounted to £546,500,000. The Estimates no longer 
included (apart from some special grants) Southern Ireland or the 
transferred services in the case of Northern Ireland. ‘ This 
accounts for a reduction, more than counterbalanced by a loss of 
revenue, of something like £24 millions. Consolidated Fund 
Services took £363,438,000 of which interest on debt accounted 
for £335 millions. But ‘ while this figure includes £25 millions 
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for interest on debt to the United States Government from 
October next, it includes no provision for debt redemption, apart 
from certain terminable annuities. 

. On the existing basis of taxation revenue was estimated at 
£956 millions, of which £90 millions were ‘Special’ and £866 
millions ‘Ordinary’. At £278 millions Customs and Excise 
Estimates were £46 millions less than in the previous year, owing © 
to an expected decline in consumption. 

Inland Revenue was estimated at £481 millions as follows : 


£ 

Death Duties : : ; : - 48,000,000 
Stamps 3 ; 18,250,000 
Land Tax, House Duty, Mineral Rights 3,000,000 
Income and Super Tax ; . 362,200,000 
Corporation Profits Tax 3 : : 19,750,000 
Excess Profits Duty . : : . 29,800,000 
Other items : 

Motor Vehicle Tax . : : 2 10,600,000 

Post Office - ‘ 5 : . 60,275,000 

Crown lands . : : : : 750,000 

Sundry loans . : : 14,000,000 

Ordinary miscellaneous receipts . . 22,000,000 

Special miscellaneous receipts. . 90,000,000 


Sir RK. Horne said in answer to Commander Kenworthy that 
no credit was taken for German reparations, it being wiser to 
regard them as windfalls. ‘On the existing basis, therefore, and 
after allowing £25 millions for supplementary estimates, I am 
left with a revenue of £956 millions and an expenditure of £910 
millions, giving a surplus of £46 millions, but this, as I have said, 
is without making any provision for the redemption of debt.’ 
He proposed to make some slight alterations in the incidence of 
the Entertainments and Corporation Profits taxes and as regards 
charitable legacies. He intended also to introduce legislation to 
prevent evasions of super-tax. It was also proposed to reassess 
land and house property to income tax. 

To lighten the burdens on agriculture it was necessary to 
reconsider the basis of assessment of land, and the large amount 
of E.P.D. in arrears was to be spread over five years at 5 per cent. 
Certain reductions were to be made in postal charges. The 
minimum charge for letters was to be reduced from 2d. to 14d. ; 
for postcards to ld. ; and for printed matter to 3d. ‘ When I have 
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given effect to these various concessions, I am left with an 
estimated surplus of £38,300,000. He then came to the most 
criticized part of his Budget, the raid on the sinking funds. 
The statutory sinking funds would take most of this surplus, 
so he proposed to re-borrow any money necessary for sinking 
funds and to apply this surplus to the reduction of taxation. 
This would enable him to reduce the Income Tax by Is. and to 
reduce the Tea Duty from 1s. per lb. to 8d. Empire tea received 
a preference and would pay 63d. With the tea-duty reduction 
would go a one-third reduction of the duty on coffee, cocoa, and 
chicory. ‘ Accordingly the ultimate balance sped for 1922-3 on 
the basis of my proposals will be : 


Ba 
Revenue. . 3 ; . 910,775,000 
Expenditure : : : : . 910,069;000 
Leaving a balance of . : . ; 706,000 


‘ In considering this balance I beg the Committee to remember 
that I have already provided £25 millions on the expenditure side 
for contingencies.’ 

Mr. Asquith at once pointed out that the Chancellor had no 
surplus with which to reduce taxation, because he proposed to 
borrow to create a surplus. He added that since the Armistice 
about £700 millions had been received from the sale of war assets , 
and had been treated as revenue. 

Mr. Clynes regretted that a Labour Party motion had not 
been carried to prevent the penalizing of old-age pensioners who 
received a small weekly income due to past thrift, and compared 
their treatment with the proposed reduction of income tax. 
While the farmers were being granted concessions, the farm 
labourer was back on a pre-war level of subsistence. He did not 
know if the Budget speech had been dictated by national necessity 
or political strategy. ‘If Labour opinion had been followed, 
much more of our war debt would have been paid from current 
revenue. He said that the debt must be redeemed, not by heavy 
taxation, but by ‘a graduated levy on accumulated wealth’. 
He considered the Corporation Tax and E.P.D. a handicap to 
business. 

Sir Samuel Roberts said this country was the most heavily 
taxed in the world, and wanted some of the pensions burden 
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passed on to posterity. The Allies should meet and try to come 
to some agreement as to repayment of their debts. He thought, 
however, that the Chancellor had done the best he could under the 
circumstances. Sir Frederick Banbury held that the £90 millions 
from war stores ought to go to debt redemption, and the same 
argument could be applied to death duties. He complained of the 
borrowing for debt redemption; ‘but the fault lies with the 
Government and the whole conduct of the Government during 
the past four years.’ 

Mr. Pretyman and Sir Harry Hope thanked the Chancellor on 
behalf of agriculture for the concessions outlined, and the latter 
drew attention to the burden of the upkeep of the country roads 
owing to the damage caused by motor traffic. Mr. Mosley com- 
plained of the Budget proposals leaking out to the Press : 

‘On Friday last an article appeared in the “* Daily Chronicle ”’ which, 
as is well known, is the principal organ and supporter of the Government. 
That article was. not a mere surmise of the Budget proposals. It did not 
hazard the usual guesses as to the Chancellor’s intentions. It definitely 
stated decisions which it alleged had been reached at a Cabinet meeting 
on the previous evening.’ The article was only wrong in one respect. 
‘ How was it that not only the ‘“‘ Daily Chronicle ’’ but subsequently the 
entire Press, for the first time I have heard or read of, was able accurately 
to foretell the Budget proposals of the right hon. gentleman ? ’ 

Mr. Marriott dwelt on the terrible state of trade. Imports 
amounted to only 74 per cent. and exports to 49 per cent. of the 
pre-war volume. The national income was only 65 per cent. of the 
1913 value and rates and taxes took one-third of it. Hewas therefore 
glad to hear of reduced taxation and postal charges, but would 
also like the Corporation Profits Tax to go. Retrenchment was 
needed; ‘ but it takes a really great Chancellor of the Exchequer, 
like Mr. Gladstone, for example, to condescend to the saving of 
candle-ends and cheese-parings, wherein true economy consists.’ 

Although he disapproved of indirect taxation, Mr. Barnes 
was glad that the duty on beer and whisky had not been reduced, 
nor the Entertainments Duty; he also welcomed the lowered 
Income Tax. He suggested that the National Debt should be 
paid off more quickly by higher taxation of the wealthier classes ; 
but wanted to ‘ fund’ pensions, a device which would have added 
to the debt. 
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Mr. Wise said that the present time was analogous to the period 
after the Napoleonic wars, and quoted from The Tvmes of 100 years 
ago which referred to a petition presented to Parliament asking 
for a reduction of taxation to help industry and employment. 

Mr. A. M. Samuel referred to the ‘ inhuman’ 6s. in the pound 
income tax, and was glad of a reduction though it was unjustifiable 
on the figures. The Financial Secretary must be laughing up his 
sleeve if he thought they were passing the Budget as a sound 
one. It was a ‘tide-over’ Budget. The Supply Services could 
be cut down. ‘The Government has got to make up its mind 
in the next few months to withstand continual demands for 
public assistance on the part of a Socialistic and Communistic 
Labour Party.’ 

Mr. Rawlinson could not understand why America should not 
bear her fair share in financing the Allies as we had done ; ‘ With- 
out any loss of dignity to this country we might ask America 
to do that.’ Like most other speakers he condemned the Corpora- 
tion Profits Tax. Lieutenant-Colonel Guinness considered the 
Chancellor justified in departing from the ‘strict canons of 
financial orthodoxy ’, and thought we had done too much paying 
off of war debt. He wanted further remission of indirect taxation. 
* The Beer and Tobacco Duties have passed the point of diminish- 
ing returns.’ The Anglo-Persian oil shares should be sold. 

Mr. Remer discussed the economy ‘ stunt’ of the Northcliffe 
Press, and complained that the ‘ Anti-Waste’ party never stated 
their facts on the floor of the House. He was sorry no tax had been 
put on imported manufactured goods and on the many articles 
for which a case had been made out under the Safeguarding of 
Industries Act. Sir J. D. Rees said the departments had as many 
heads as the Hydra, but thought the Chancellor had done his best. 
He quoted from Sir Fleetwood Wilson: ‘So long as you have 
offices, rooms, chairs, and desks, you will never lack officials 
to occupy them.’ The income-tax payer had been bled white ; 
he wanted the Corporation Profits Tax abolished and the Beer 
Duty lowered. 

Mr. Hilton Young replied briefly. Beer was an admirable 
contributor to the revenue and the duty must be continued. He 
could not make any definite pronouncement about the C.P.T., 
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and did not think the provision for supplementary estimates was 
inadequate. 

When the debate was resumed the next day, 2nd May, Sir 
Donald Maclean said that a reduction of taxation was urgent, 
especially of income tax; but he drew special attention to sugar 
in view of its importance to the confectionery, jam, and other 
trades. A reduction of the Sugar Duty would be more beneficial 
than a reduction of the Tea Duty. He pointed out the large errors 
in the previous Inland Revenue Estimates, especially Income Tax, 
E.P.D., and C.P.T. The E.P.D. was purely a war measure, and 
should have been abolished at the earliest opportunity. The 
Chancellor had budgeted for a surplus of £80 millions, but had 
got only £45 millions. 


* Where did he get his surplus ? I will tell him. The rare and refreshing 
fruit fell from Germany. That is where he got it. There was no expecta- 
tion in the statement of the Leader of the House, who made the Budget 
Statement last year, of a single penny from German sources. I take the 
word “reparations”’ to include any payment from Germany, which, 
I think, is quite fair, . . . Forty-four and a half millions came in and has 
supplied him almost exactly with the surplus of which he was so sadly 
in need.’ 


Other gifts had fallen to him owing to the rise in gilt-edged 
stocks due to bad trade. If the estimate of £25 millions for 
supplementary estimates was anywhere near the mark, there 
must have been a ‘ sweeping and radical change throughout the 
whole of the Government Departments’. Mr. Asquith had given 
a figure of £300 millions for the Supplementary Estimates during 
the past three years, but it was nearer £400 millions. Sir Donald 
denounced the suspension of the Sinking Funds, and went on: 


‘We spent on our fighting services in the years 1919, 1920, and 1921 
no less than £1,345,000,000. To-day we are faced with much less estimates. 
Why was that not done before ? The reason, of course, was because of 
the wild-cat schemes in Russia, the futile expeditions in Mespotamia, and 
the world over.’ 


Though Mr. Bonar Law said he would not occupy much time, 
his reply fills ten and a half columns of Hansard. He had listened 
with interest to Sir Donald Maclean’s speech, but did not think it 
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would result in the rejection of the Budget. The speech reminded 
him of the lines, 


Gathering her brows like gathering storm, 
Nursing her wrath to keep it warm. 


On the whole the Budget was as good as could be expected, 
As regards the debt, ‘ we must not think too much of precedents 
but must look at facts as they are and deal with them in the best 
way that circumstances allow’. It would be folly to stipulate that 
a certain amount should be paid every year to the Sinking Funds. 
The amount should be regulated by trade conditions. He did not 
agree that the debt had increased, maintaining that £500 millions 
had been paid off in the last two and a half years. Some people 
were surprised at the rapidity with which the slump came. 
Personally he was surprised that the boom had lasted so long. 
He denied the charge that the Government was borrowing to 
reduce taxation, and was glad that the Chancellor had not found 
it necessary to fund pensions; but if there had been no other 
alternative to imposing new taxation he would have recommended 
funding. The reduction of the Tea Duty was satisfactory, and he 
would like to see more indirect taxation taken off. Like other 
M.P.’s he had been inundated with postcards urging that the 
Beer Duty should be reduced, but did not think it was possible 
without reducing the revenue. ‘I do not in the least wish the 
Committee to have the idea that I think the financial position is 
a satisfactory one. In fact their difficulties were likely to 
increase in the future: 


‘The value of money as a token is falling. We had £8,000 millions 
of debts. If that is paid off only twenty or thirty years hence it will 
probably take something like £16,000 millions to pay it off.’ No improve- 
ment could be expected without cutting down expenditure. ‘ Look at 
the immense sums expended to-day on the Navy for instance. I have not 
had the opportunity of judging as to whether the Geddes Committee was 
right or wrong, but I am quite sure that when the Cabinet began to 
examine it, it was in this same frame of mind that, so far.as human fore- 
sight can tell, there would be no war for a very long time to come.’ 


Mr. O’Neill said that although we had paid off £500 millions 
of debt in the past three years, that amount had been received 
from the sale of war stores and an equal sum from death duties 
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which ought to be regarded as capital. He wanted to know how 
much the Irish Free State were to contribute to war debt and 
pensions. 

Mr. J. H. Thomas compared the Chancellor’s statement on 
reparations with the election utterances of 1918. He was in 
favour of direct rather than indirect taxation, and said that a 
reduction of indirect taxation would benefit the country and 
trade just as much as a lowering of the Income Tax. His com- 
plaint was that the Budget was giving a bonus to the farmer and 
landlord, while only fourpence had been taken off tea. 

Mr. l’Estrange Malone said we were governed by Press head- 
lines. The Chancellor had been guided in his Budget by the 
Press, * because ever since the Prime Minister (Mr. Lloyd George) 
bowed his head to the Daily Mail at the 1918 election, we have 
been governed in this country both at home and abroad by what 
is known as the Harmsworth Press’. He added: ‘This is a 
landlord’s Budget. This is a rich man’s budget. What a budget 
to be produced by a Government whose Prime Minister is famed 
throughout the four corners of the land for his oratory at Lime- 
house in years gone by!’ The Chancellor could not revive trade 
by reducing the Income Tax. The best way was to revise our 
foreign policy in Europe. Pensions were being reduced, but there 
was no suggestion of reducing the interest on the War Debt. If 
the Government had during the War conscripted wealth as they 
had conscripted men, the expenses of the War would have been 
reduced by half. 

Mr. Macquisten said it was no use denouncing the accumula- 
tions of capital, as the last speaker did, because it was from these 
accumulations that industry originated. It was when people 
wasted money that they failed in their duty. It had been a bad 
policy to raise the E.P.D. after once it had been lowered. It was 
too much to expect a man to work 334 per cent. of his time for the 
State. The State shared nothing but the profit. The Government 
had made as complete a sweep of the large estates of the country 
as the most ardent disciples of Lenin or Trotsky could hope for. 

Colonel Gretton maintained that many of the reductions in 
expenditure were automatic, and it was disappointing to con- 
template an expenditure of over £900 millions. The House 
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should refuse to vote money in excess of what the nation could 
afford. As the spokesman for Burton and Bass he naturally 
complained of the taxation imposed on ‘ the Trade’. No article 
had been taxed so heavily as beer. Before the War the duty was 
Us. 9d. a barrel, now it was £5. 

Lieutenant-Commander Kenworthy considered that in view of 
our position we must have an adequate navy, but the military 
expenditure was excessive. There were various sinks down which 
the tax-payer’s money was poured—Mesopotamia, the Rhine, 
Constantinople, Upper Silesia. Last year Germany had paid 
£44 millions in reparations, but that did not cover the cost of the 
army on the Rhine. If there were no army there the £44 millions 
would be a clear gain to the Exchequer. | 

‘Mr. Graham complained that while large concessions had been 
made in direct taxation, the only concession in indirect taxation 
was the fourpence off tea, which meant £2 or £3 millions. Mr. G. 
Locker Lampson said that during the past three years he had 
advocated a reduction of expenditure, and the converse was 
equally true : 

‘The more you cut down supplies of revenue flowing into the Exchequer, 
the less likely are we to have Supplementary Estimates presented to this 
House. .. . If there is no additional revenue available, we are much more 
likely to be able to keep expenditure down than if there is an overplus of 
funds in the Exchequer.’ If the Chancellor would only bring pressure on 
the Departments he could easily save the £17 millions necessary to knock 
another sixpence off the Income Tax. At any rate a good deal could be 
got by preventing evasions of payment. The Civil Service estimates were 
based on a cost-of-living figure of 100 above pre-war. But the figure was 
now 82. ‘ Why have not the Government taken account of that ?’ The 
Geddes Committee were clear on one point, that departments should be 
rationed down to a definite figure. ‘The present system of percentage 
grants to local authorities invited extravagance. . . . Our efforts ought to 
be directed to trying to get below the pre-war expenditure. Nevertheless, 


we are to-day employing very nearly 70,000 more Government officials 
than we were before the War, and we cannot afford them.’ 


Mr. A. Hopkinson said the Budget was a ‘ complete piece of 
humbug’. The income-tax reduction did not help industry 
because that amount had been raided from the Sinking Funds. 
Inflation consisted in issuing I.0.U.’s. Not only was it dishonest 
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but it was bad policy, and he instanced Russia. The Labour 
Party would like a capital levy. It was simply another name for 
inflation, and ‘ examination at once showed the utter and fatal 
folly of such a policy’ apart from the difficulty of putting it into 
practice. Robbing the Sinking Funds would defer the time when 
the general rate of interest on war loans could be lowered. . 

Colonel Stephenson drew attention to the number of «civil 
servants and their rates of pay.‘ Why a smaller army and navy 
require a larger staff to look after them, is one of the things 
which an ordinary person does not and never will understand. 
Another thing which it is difficult to understand is why a poorer 
country such as this is requires so much more expensive a govern- 
ment than it formerly had.’ Sir William Davison thought the 
statement of the Chancellor that nothing had been included for 
German reparations, and that they would be regarded as wind- 
falls, very remarkable in view of the election promise—that 
Germany should pay the cost of the war. Sir Godfrey Collins 
said the Budget reflected the Government’s policy, which deter- 
mined the rate of expenditure and automatically fixed the rate 
of taxation. * It is quite true that our financial system is showing 
signs of breaking.’ The reduction in the debt since the 31st March 
1919 amounted to only £21 millions, yet the Government had 
collected and spent £500 millions of E.P.D. and had sold £650 
millions of assets. 

Great Britain was carrying a burden of taxation nearly equal 
to the taxation of France and America put together. ‘The 
Government point with pride to the sharp rise in gilt-edged 
securities at the present time. The price of Consols to-day 
stands at the same figure as at the Armistice.’ Three years after 
the Napoleonic war the British credit rose by 33 per cent. In 
those days the House of Commons refused to pass the taxation 
which the Ministry proposed. Sir Robert Horne expressed 
gratitude for the consideration shown to the Budget. He might 
have been depressed by some of the speeches, but he was cheered 
by the course of the debate. Both Sir Donald Maclean and Sir 
Godfrey ; Collins thought that expenditure had been under- 
estimated, and considered that the Estimates for last year should 
give the House less confidence in the Estimates for the current 
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year. But the Estimates were made last year before the great 
coal stoppage, when the number of unemployed rose as high as 
three and a half millions. Since Customs and Excise had exceeded 
the estimate it would appear that the savings of the country 
were larger than was supposed. 

In spite of criticisms ‘I have no fear or apprehension with 
regard to the estimates which I have made for the current year, 
always granted there be no untoward event to upset calculations ’. 
If trade revived, as he hoped, the yield from Customs and Excise, ~ 
E.P.D., and Income Tax would exceed the Estimates. He 
assured the House that £25 millions would cover supplementary 
estimates. ‘A great deal has been said about expenditure by 
people who after all give us comparatively little help. Particular 
questions arise affecting, I suppose, the popularity of Hon. 
Members in their constituencies and their courage fails them.’ 
He instanced the proposed increase of Old Age Pensions, which 
would have involved a permanent charge on the country of 
£143 millions. 

The Government had been criticized in the Press and else- 
where because they did not follow the Geddes recommendations 
in their entirety. ‘I would like the people who make these 
criticisms to say boldly whether they accept the Geddes Com- 
mittee proposals for the cutting down of educational expenditure, 
the cutting down of naval expenditure—to which J see very little 
reference in these journals—and the proposals with regard to the 
reduction of the Royal Air Force.’ As regards debt reduction 
‘itis perfectly true that in the first year after the War the National 
Debt was increased by about £320 millions; it has since then 
been decreased by £322 millions. 

* Then the question is put: Have you any surplus from which 
to give these reductions at all?’ He maintained that he had, 
and was only reborrowing money as it fell due to be repaid and 
was not therefore increasing the debt. Treasury Bills were an 
analogy. Mr. Asquith knew much more about ‘ tinkering with 
sinking funds’ than he did.1_ It was impossible to stipulate that 
a fixed amount of debt should be repaid every year at any cost. 
He did not consider that the non-repayment of debt would 


* Mr. Asquith replied to this on the Second Reading on 29th May (see p. 397). 


THE TENTH WAR BUDGET, 1922 393 


affect funding operations, and maintained that the Government 
had made great cuts in expenditure. The expenditure budgeted 
for in the current year was £218 millions less than the previous 
year’s estimate. The large amounts accruing from war stores, 
Shipping Ministry, and Wheat and Sugar Commissions could not 
be obtained without staffs. 

Colonel Wedgwood considered that the Chancellor had 
“remitted prudence to Saturn’ and had aimed at popularity. 
With the present state of trade and unemployment £25 millions 
was inadequate for supplementary estimates. The financial 
juggle of ceasing to pay off debt and taking Is. off the Income Tax 
would not help. It was all very well to jeer at a capital levy ; 
but capital levies were being paid every day in the form of death 
duties, which ought to be earmarked for the redemption of debt. 

In the debate on the Budget Resolutions (8th May) the first 
object of attack was the Tea Duty. Mr. T. Thomson moved to 
reduce it from 8d. per lb. to 6d. He said these amendments on 
indirect taxation had been called ‘ hardy annuals’, but he argued 
that the Chancellor had reduced direct taxation by 354 per cent. 
and indirect by only 18 per cent. Indirect taxes pressed, as John 
Stuart Mill said, with ‘ disproportionate weight ’ upon the poorer 
classes. The same argument was used by Dr. Murray in seconding 
the amendment. From the social and medical point of view he 
would have preferred a lower sugar duty, but he wanted to do 
everything to relieve the family budget. Sir Robert Horne said 
the taxation of tea, coffee, and cocoa amounted to 14d. per 
head per week. He could not afford to lose the £2,750,000 
involved. 

Mr. Myers supported the amendment because the budget 
remission of the Tea Duty corresponded to only 14d. in the Income 
Tax, and because the teapot worked full time among the working 
classes. Major Barnes said that the Chancellor’s reduction of 
4d. would only operate on 10 per cent. of the tea imported ; 
90 per cent. was given a preference. Mr. Mosley said he would 
vote for the reduction because the only way to lower taxation 
was by rationing the Government, and Commander Kenworthy 
read a letter from the Association of Tea Retailers in Hull con- 
firming the arguments of Major Barnes about the reduction on 
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90 per cent. of the tea not being the full 4d. He said the Tea 
Duty meant a lot to an unemployed man with only Is. per 
head for his children. However, the amendment was defeated 
by 190 to 55. 

Major M. Wood then moved to omit the additional duty on 
dried fruit. He recalled that this import duty would have 
probably died but for the War. In 1915 it was raised by 50 per 
cent.; he was not asking for the abolition of the duty, but 
wanted to get back to the pre-war tax. Why, he asked, should 
dried fruit pay a duty when fresh came in free? ‘It is a restric- 
tion on trade’, and further, the tax was small, very complicated, 
and must be expensive to work. 

Mr. Hilton Young gave a humorous explanation of the working 
of the duty which also showed its absurdity. ‘The duty applies, 
and the additional duty applies, to apricots, because apricots, 
in the eyes of the law, are plums (Hon. Members: ‘ How is 
that ?’’). How that is I am neither lawyer nor botanist enough 
to explain, but I am stating what the law is. The duty does not 
apply to fruits bottled in water. That is because when bottled in 
water, I take it, they are not dried. Nor does it apply to any 
form of bottled fruit except plums, which, when bottled, remain 
plums, and are, therefore, liable to duty.’ The additional duty 
did not apply to currants because of a convention with Greece. 
* The principal exceptions . . . are peaches, because peaches are 
almonds.’ As only 3 lb. per head of dried fruits were consumed 
a year the amendment would hardly affect consumers, while the 
Exchequer, he argued, could not afford the loss of £180,000. 
After Sir Godfrey Collins had supported the attempt ‘ to repeal 
a war-time duty which was not imposed for revenue purposes’, 
the amendment was defeated by 201 to 59. 

The next ‘hardy annual’ was the McKenna Duties. In 
moving to abolish them Captain Wedgwood Benn said they were 
introduced during the War specifically to curtail the imports of 
luxuries and they alarmed free traders. ‘It is perfectly clear’, 
he said, ‘that this set of duties is sheer Protection for one or 
two selected and favoured industries.’ It had been argued that 
we could not afford to remit the duties, but their yield was 
steadily declining. They raised prices and gave an unfair.advan- 
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tage to certain manufacturers. Business was being lost through 
this ° partial, half-baked tariff’. 

Replying Sir Robert Horne said that the duties yielded £14 
millions and represented 1d. off the Tea Duty. While they 
yielded revenue they were ‘ likely to go on as long as the present 
Government’. The duties were justified by the fact that the 
people who bought the luxuries could afford to pay the tax, and 
revenue was needed. Captain Benn interposed: ‘I say that if 
the Rt. Hon. Gentleman wants a tax upon luxuries, let him put 
on Customs and Excise Duty. Otherwise you have a preferential 
tariff. Be fair, and give everybody the advantage.’ 

Sir Donald Maclean considered that the speech showed that 
Sir Robert was ‘ a member of the Tory Protectionist Party’, but 
Sir Robert denied that he had ever been a protectionist. Although 
professing to be a ‘ fanatical free trader’ Major-General Seely 
thought it would be grossly unfair during the depression to take 
off these duties which had fostered certain industries, and he 
thanked the Chancellor ‘ because in spite of all temptations he 
has continued to produce a Free Trade Budget with the exception 
of these particular duties’. 

Mr. W. Graham, supporting the amendment, referred to the 
Cunliffe Committee and quoted a statement at the Genoa Con- 
ference that the foreign exchanges could only be righted by, enter 
alia, the removal of artificial barriers. Although a free trader, Mr. A. 
Hopkinson considered that the fewer American organs, cinema 
films, and Ford cars imported the better. Mr. Jack Jones, not 
claiming to be either a free trader or a tariff reformer, could say 
‘ a plague o’ both your houses’. But he drew a line at the products 
of sweated labour being imported, saying that what was wanted 
was a decent living wage in all countries. The amendment was 
defeated by 170 to 75. 

Mr. G. Locker Lampson moved an amendment reducing the 
Income Tax after the first six months to 4s. in the pound. As 
a shilling would cost £32 millions his amendment would only 
cost £16 millions this year. This sum could quite easily be 
afforded, partly because the expenditure was over-estimated, 
and partly by preventing evasions of payment of income tax. 
He put evasions at £10 millions a year. Mr. W. Graham seconded 
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the amendment. He put evasions at nearer £20 millions, and said 
there was no effective check. ‘ The real remedy lies in the adop- 
tion of the proposals of the Royal Commission.’ Sir Robert 
Horne said that he had introduced a Revenue Bill covering many 
of the points referred to, but the amount of support had not 
justified the Government in proceeding with it. In any case the 
amendment was impracticable because it proposed two different 
rates during the year. 

Mr. Myers said the Labour Party would not support the 
amendment because they preferred a reduction of the food taxes, 
and Mr. Locker-Lampson withdrew it. 

After some discussion the remaining resolutions passed, and 
on 29th May the House proceeded to the Second Reading of 
the Finance Bill, when Colonel Wedgwood moved the rejection of 
the Bill by proposing to postpone the Second Reading for six 
months. 

He said it was the first time that the Labour Party had moved 
the rejection, and they must therefore make out a strong case. 
Previously the Labour Party had agreed to and put up with the 
increases of taxation, but now there was a substantial reduction 
and the vested interests had been thought of first; it was a 
‘rich man’s Budget’. Furthermore, there was no case for a 
reduction in taxation at all. Nothing was being provided for the 
redemption of debt; would 1s. off the Income Tax benefit trade 
and cure unemployment ? He was anxious to save money by 
favourable conversions of debt, but the Government’s proposals 
would prevent that. A reduction of the Tea or Sugar Duty 
would have helped trade far more than the lower income tax. 
He complained of the * gift of £50 millions to the railway interests ’ 
under the Colwyn Report in the previous year and of £17 millions 
to the agricultural interests. The railways, too, were exempt 
from Corporation Profits Tax amounting to about £3 millions, 
and landlords and farmers were benefiting to the extent of 
£2,150,000 by a change in their income-tax assessment, which did 
not cheapen production. ‘If you took away the Safeguarding 
of Industries Act and removed the tax on ee then not only 
would the importer benefit, but also the consumer. He objected 
to the provisions under which ‘ amenity land, which is not used 


THE TENTH WAR BUDGET, 1922 397 


for farming, because it looks so much more beautiful out of cultiva- 
tion ’, was to be assessed at one-third of its annual value. 

Taxation should be altered to fall on vested interests and 
monopolies, and ‘a solid, definite effort should be made to pay 
off the capital indebtedness of this country by a general levy upon 
capital’, A great deal of nonsense was talked about this levy 
upon capital by people who did not want to pay it. ‘ The true 
wealth of the country is not altered if you reduce nominally the 
wealth of the individual and, at the same time, reduce the internal 
indebtedness of the country as a whole.’ Much of the wealth was 
‘immobile ’, but that difficulty could be met ‘ if the company or 
business concern waters its capital with a certain number of 
State property shares ’. 

In seconding the amendment Mr. Myers argued that there 
was plenty of money in the country, quoting the rapid over- 
subscription of new issues. He held that the shilling off the 
Income Tax, costing £50 millions, was over-estimated as a means 
of reviving trade. That sum would have provided for the 
entire removal of the Tea and Sugar Duties. ‘ There used to be 
a school of politicians, who advocated, frequently and tenaciously 
and with some spirit, the demand for a free breakfast table, but 
somehow they seem to be hiding their light under a bushel in 
these days, although I am thinking that there is just as much 
virtue in that cry to-day as there ever has been in our time.’ 
Much was heard about reducing taxation, but what about expendi- 
ture? Interest on debt and naval and military expenditure, he 
said, took roughly 12s. 6d. of every pound of taxation. 

Mr. Asquith regarded the ‘ supposed surplus’ as still ‘in the 
realm of speculative conjecture’, and doubted whether the 
forecasts would be realized; but he would be delighted if the 
gamble came off. He then proceeded to answer Sir Robert 
Horne’s statement about ‘ tinkering with sinking funds’: ° Let 
us see what I know about tinkering with sinking funds. I was 
Chancellor of the Exchequer for three years and during those 
three years, 1906 to 1909, I reduced the National Debt of the 
country by over £41 millions. I raised the annual provision for 
debt redemption to a height, £29,500,000, it had never reached 
before, and, taking the average for the three years in which I was 
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Chancellor of the Exchequer, we paid off something like £14 
millions to £15 millions of debt every year. That cannot be 
disputed. That is a very good way of tinkering with the Sinking 
Fund.’ It was ‘a very delicate matter’; but the charge was not 
really addressed to him but to his successor, Mr. Lloyd George, 
who quite legitimately, so Mr. Asquith considered, after the 
unexampled efforts that had been made, slackened the pace of 
debt repayment in order to finance social reform. Sir Robert 
Horne claimed to have paid off £320 millions of debt in two years. 
In point of fact the debt increased by that amount during the year 
ending 3lst March 1920, and Mr. Asquith said the total of the 
debt on 3lst March 1919 and 3lst March 1922 showed little 
difference. It was only the post-war increase that had been wiped 
out. He agreed that there were necessary expenses incurred by de- 
mobilization, but the £320 millions increase was ‘ substantially due 
to adventures undertaken by the Government, costly adventures, 
futile adventures, adventures which have since been abandoned, 
in Russia, Iraq, Persia, and elsewhere’. He wanted something 
intelligible about the sale of war assets, and how much was left. 
Mr. Asquith estimated the receipts at £793 millions for the past 
three years, and he did not see it could be claimed that the debt 
had been reduced, since this sum had been treated as revenue. 
In reply Sir Robert Horne dealt first with the question of the 
£320 millions increase in the debt, which he said was mainly due 
to war charges. Enormous expense was incurred in disbanding 
the Army. About ‘adventures’ he argued that we could not 
precipitately withdraw and leave our Allies to the mercy of 
their enemies. Then with exceptional war expenditure it was 
quite reasonable to take into account the proceeds from war 
assets. The suspension of the Sinking Fund had been criticized, 
but * although we are not paying off any debt, we are not increas- 
ing our debt’. Sir Robert argued that, as Mr. Asquith had 
provided for his social reforms not out of current revenue, but 
by the suspension, or rather, lessening of the Sinking Fund ; 
so they could ‘ery quits’. Complaints had been made that 
the railways were receiving ‘ gifts.” from the Government, but 
the claims had been settled for something like one-half of what 
the railways said they could exhibit accounts for. His difficulty 
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about a capital levy was that ‘ nobody can explain to me how it 
is going to produce any money ’. 

Mr. Lambert’s view of the Budget was that there was far too 
much expenditure and the country was taxed more than it could 
bear owing to the orgy of extravagance in 1918 and 1919. ‘The 
Government then went into every kind of mad experiment.’ 
Economy was difficult when such an enormous number of 
people were receiving State aid. He did not agree with Colonel 
Wedgwood’s statement that the reduction in the Income Tax 
would not help employment ; he thought it would. Like previous 
speakers he condemned the suspension of the Sinking Funds, 
and complained that apart from debt charges we were spending 
£425 millions. Sir Eric Geddes had said that the Chancellor had 
only given effect to £52 millions of savings out of the £100 millions 
recommended in the Geddes Report. He wanted a stand made 
against bureaucracy and officialism. ‘* There will be no surrender 
in Whitehall or in any of the Government departments. They are 
entrenched in barbed-wire entanglements and dug-outs. But we 
have got to bring down this enormous amount of py expendi- 
ture if the country is to live,’ and get back to ‘the Liberal 
principle of aes individual liberty and economy in the 
public service ’ 

In three ona a half years after the ae said Major 
Barnes, reasonably-minded people expected the Government to 
settle down to normal expenditure, but in the last two years they 
had over-spent £400 millions on the fighting and Civil Services. 
‘Curiously enough that sum approximates fairly closely to the 
amount which we consider has been thrown away in Russia, 
Iraq, Egypt, and other parts of the world.’ 

In considering whether there were any grounds for saying 
that this Budget was unduly generous to the wealthy, Mr. W. 
Graham raised several points. He said that according to 
economists the taxation per head had risen from £3 in 1914 to 
£21 or £22 in 1922. We had no capital levy. The Excess Profits 
Duty had brought in a lot of money, but there had been no special 
levy or charge on war gains, which according to a Select Com- 
mittee amounted to at least £4,000 millions. During the last 
eighteen months seven to ten million workers had had their 
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wages reduced by £500 millions, but their only relief was the 
reduction in the Tea Duty. It had often been said that we should 
repay debt in terms of depreciated currency, but this Bill stopped 
debt repayment in the hope of encouraging trade. | 

Lieutenant-Colonel Wheler put in a plea for farmers, who 
were all losing money. Mr. Naylor, however, said the farmer 
had yet to be born who would admit that he was prosperous. 
He went on to quote from a book by Mr. Hilton Young in which 
the author said: ‘National debt is like a toothache.’ Instead 
of remitting income tax he suggested that the Chancellor should 
consult Mr. Young on getting rid of the toothache. 

An individual tax-payer in America, said Sir G. Collins, paid 
£20 compared with £118 to £143 in Britain, and while he agreed 
that all taxes were too heavy yet he thought the direct tax-payer 
had been unduly relieved. ‘ For every £1 by way of relief given 
to the indirect tax-payer, £6 has been granted to the direct tax- 
payer.’ Indirect taxes and tariffs were bad. ‘I know the 
Chancellor of the Exchequer himself, before he came to this 
House, was a strong supporter of a tariff method of raising 
revenue. It is rather striking that the revenue raised by way 
of Customs Duty in America during the last fifteen years has not 
increased. Experience had clearly shown that ‘ Customs Duties 
do not stand the test of war, and our fiscal system, built as it has 
been on the policy of free imports, and our direct taxation, based 
upon ability to pay, has stood the test of war and come through 
that extreme period’. The policy of using war assets as revenue 
would, he said, mean 9d. in the pound on income tax for all time. 

For the Government Mr. Hilton Young asked the House to 
remember that there had been exceptional war expenditure which 
had been met by war assets. It would be absurd to attempt to 
maintain theoretical equality between direct and indirect taxation. 
The Corporation Profits Tax ‘ sprang up like a phoenix from the 
ashes of the Excess Profits Duty’, and its imperfections had 
never been ignored. 

The principal provision of this year’s Budget was designed 
‘by reducing taxation to increase the foundation of credit in 
the country, which is taxable capacity’. A way to reduce the 
weight of debt was to increase production, which would increase 
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credit and taxable capacity ; also ‘ we must reduce expenditure ’. 
The Geddes cuts actually made amounted to £64 millions in a full 
year. There remained £12 millions for education and £11 millions 
for the Navy ; which was it to be? 

Mr. Lambert had spoken in terms of derision of the ‘ huge 
bureaucracy ’ which was saddled on the country, so Mr. Young 
gave some comparative figures. He said that the personnel in 
Government offices was 65,000 more than in 1914. Of these 
25,000 were now in Ireland, leaving 40,000 to be accounted for ; 
22,000 were in the Ministry of Pensions and 16,000 in the Ministry 
of Labour, who had to administer unemployment relief and 
£91 millions of war pensions. 

The Bill passed its second reading by 163 to 21. 


The Budget in Committee 

When the Finance Bill came to be considered in Committee 
on 19th June, Major Barnes moved to exclude Southern Ireland 
from the scope of the Tea Duty in order that the Government 
might state the position of Southern Ireland as regards taxation, 
since that country now imposed its own taxation. Sir Robert 
Horne explained that until Ireland had its new Parliament the 
British Parliament must impose taxes, otherwise within a short 
period the Irish people would find themselves without power to 
collect them. 

Although the Chairman allowed a general discussion on Major 
Mackenzie Wood’s amendment to abolish the preference on 
tea, the mover confined his arguments to the immediate subject, 
namely, tea. In his view the idea that Imperial Preference would 
or could bind the Empire together was fallacious. ‘Can any one 
say that the differentiation in the duty on tea has helped to bind 
India to the mother country during the last two years?” The 
Government of India’s response had been to impose protective 
duties on British cotton goods. 

Mr. Lyle-Samuel pointed out that India needed no preference 
because 92 per cent. of the tea imported was Indian, while 
Sir William Barton considered it unfair to discriminate against 
China, Java, and Sumatra. Messrs Ormsby-Gore and Bigland 
supported Preference. The former maintained that it was the best 
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stroke of business for the British Empire, and Mr. Bigland wanted 
the preferential duties increased. Even the present preferences, 
said Colonel Wedgwood, meant that this country paid more for 
its food, further preference would merely add to the cost and put 
more profit into the pockets of the producers. Sir Robert Horne 
denied this. The Opposition, he said, were trying to maintain 
an ‘outworn creed’. The Dominions afforded us preferences. 
‘The advantages of these preferences in our Dominions are 
notorious.’ According to Mr. G. Murray this measure of Imperial 
Preference was passed by a Government containing a large 
number of free traders, and was based on the report of the com- 
mittee presided over by Lord Balfour of Burleigh, himself a free 
trader. Mr. Kiley wished they had heard a little less of sentiment 
and rather more of the results of the three years’ working of 
Preference. The Government had lost £10 millions of revenue. 
Lancashire was penalized by India, and South Africa had repaid 
the preference on sugar by prohibiting the importation of boots. 

Commander Kenworthy then moved to reduce the Tea Duty 
from 8d. to 6d. per lb. He said the tea tax hit the poorest in 
the community hardest of all, and a larger consumption at a lower 
price would involve little, if any, loss to the Exchequer. Mr. E. 
Harmsworth supported the amendment on the ground that the 
less money the Chancellor had the less he would spend. Dr. Murray 
asked the Chancellor to accept the amendment as ‘ a concession 
to the Prime Minister, who has received a good many hard knocks 
lately from his Conservative colleagues in the Cabinet’. As no one 
got up to oppose this amendment Sir Leslie Scott, the Solicitor- 
General, delivered the official apologia. He pointed out that 
coffee and cocoa went along with tea, because a reduction in the 
Tea Duty involved a reduction in the other two duties, and with 
the Income Tax down by a shilling the Exchequer could not 
make a further concession. After further discussion the clause 
was passed by 195 to 73. 

Sir William Barton then moved to abolish the McKenna 
Duties. In 1915, he said, he had voted against the duties though 
with some reluctance because of the experience and authority 
of the man who proposed them. He recalled the grounds on which 
they were first imposed—exchanges, luxuries, and tonnage 
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saving. Those grounds had disappeared. Surely, he said, the 
need of this nation and of all Europe was plenty and cheapness. 
Speaking for the Government Sir L. Scott asked the Committee 
not to approach the question ‘from the point of view of that 
very interesting and abstract question—Free Trade versus the 
Tariff system’. He argued that the present financial conditions 
were more warlike than peace-like, and the Exchequer could 
not afford to sacrifice revenue amounting to £1,480,000 ; nor was it 
an auspicious moment for the motor industry to remove the duty. 

As the revenue had fallen from £5 millions to £1,480,000 
Mr. France considered it was an auspicious moment, because 
‘from the point of view of revenue those taxes are obviously not 
a success’. Mr. Mosley said the duties were damaging our 
entrepot trade. He illustrated his argument from the case of 
antique violins, which were brought to this country, tested, and 
repaired and then sent to America. It could not be said that 
the importation of antique violins was injuring any industry. 
On the contrary the tariff was driving away business. Mr. New- 
bould explained how the cinema industry was hampered by the 
duties; the revenue derived was negligible, and British film 
producers were badly handicapped. Sir F. Banbury and Mr. 
Remer spoke in favour of the duties, inferring, from the diminish- 
ing revenue, that the goods were now being made in this country. 

Recalling the debates at the time these duties were imposed, 
Dr. Murray said, ‘ The perpetuation of this tax is, in substance, 
a breach of faith’. When they were imposed Sir Alfred Mond, 
the present Minister of Health, had spoken like a Hebrew prophet 
saying: ‘I must warn Mr. McKenna that the retaking of a 
trench once evacuated results in very heavy casualties, and you 
do not get back the same position. Some people seem to think 
that if we get Protection we shall get rid of it soon. Do not let 
these vested interests get their snout into your dinner-plate. 
Do not let them feel how easy it is to become wealthy at the 
expense of the poor people in this country. Every man who 
benefits from a tariff is a robber!’ Mr. Kiley quoted from a 
letter showing the difficulties the tariff put in the way of importers, 
and went on to say that it was the workman’s cheap clock and the 
boy’s cheap watch that were taxed 33} per cent. 

Dd2 
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Mr. Isaac Foot also quoted Sir A. Mond, who had said in 
opposing the duties: ‘This is Protection you are introducing 
into the Budget for the first time for many years—duties on the 
import of goods which are also manufactured in this country 
without corresponding Excise Duties. That is Protection. These 
duties are Protection as far as they go. Sir George Younger 
pointed out that there had been a general election since 1915, 
with a joint manifesto from Mr. Lloyd George and Mr. Bonar 
Law; Mr. N. Maclean asked whether ‘The principal items in 
that manifesto were not the importation, free of duty, of two 
things, the one a German indemnity, and the other the present 
ex-Kaiser—to be tried in London ?’ 

Mr. T. Thomson asked why a two shilling toy bagpipe from 
France paid duty while a two shilling mouth-organ from our late 
enemies came in free. However, all the McKenna Duty amend- 
ments were rejected by large majorities. 

Another attempt was then made to repeal the additional 
duties on dried fruit, which had been imposed at the same time 
as the McKenna Duties. But the Solicitor-General said: ‘ These 
duties are essentially Liberal in origin. The duties were retained 
by Mr. Gladstone in 1860, and the additional duties were imposed 
by Mr. McKenna in 1915. He added that £180,000 would be 
lost by taking off the additional tax, and the clause was passed 
by a large majority. 

On 20th June a discussion arose on the Excise Duties on sugar, 
including what amounted to a subsidy of over 25s. per cwt. to 
British beet-sugar growers, a small industry which maintained 
sugar factories at Kelham and Cantley. Hitherto the subsidy 
had been only six shillings. ‘ What is proposed this year’, said 
Mr. Waterson, “means that Kelham and Cantley will receive in 
subsidy more than double the value of the sugar that either of 
these factories produces.’ Sir Robert Horne replied that the 
remission of Excise Duties was nothing new because when the 
sugar-beet industry was first started the Excise was remitted by 
a Liberal Government. He also argued that it was an ‘ infant 
industry’ which employed a large number of people on the land 
and in the factories. We had had this sort of experience before, 
said Captain Wedgwood Benn, instancing the Motor-car Duty ; 
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this was ‘just another step in the Government’s preconceived 
plan of a stealthy imposition of Protection in this country ’. 
From an agricultural point of view, said Mr. Acland, ‘ there is not 
a single argument ‘to be said in favour of the Government on this 
matter ’. Beet sugar could not compete with cane sugar unless it 
was in a position to get cheap labour. Sir Courtenay Warner 
denied that this was a nascent industry ; ‘ it has been tried for 
more than twenty or thirty years, and has always failed.” The 
amendment was rejected by 274 to 80. 

On Clause 8, exempting compound. articles from duty under 
the Safeguarding of Industries Act, Colonel Wedgwood moved to 
give the Treasury what he described as power to reverse the Act. 
The Government, he said, had found the Safeguarding Act incon- 
venient, and his proposal would help them. At present the 
Treasury could make small exemptions, but he wanted them to be 
in a position to exempt anything they thought fit. Sir Robert 
Horne asked the Committee to reject the amendment, which 
would give the Treasury power to tear up an Act of Parliament. 
Lord Robert Cecil supported the amendment in order to improve 
‘this unfortunate piece of legislation’. Captain Wedgwood 
Benn could not ‘ resist the temptation’ to pursue the investiga- 
tion of ‘ this fascinating Act of Parliament’, and mentioned a 
case ‘in which a duty of elevenpence was levied on some parcel 
and the Post Office charged fifteen shillings for opening the 
parcel in order to ascertain whether it was dutiable or not’. 
The amendment was lost by 278 to 94. 

On Clause 10 (Income Tax and Super Tax) Sir Frederick 
Banbury drew attention to the very heavy taxation. He said with 
income tax at 5s. and 4s. super-tax, together with a sinking 
fund to provide for death duties, a large number of people were 
paying lls. in the pound. Evasions had only taken place within 
the last few years, and as a consequence of the enormous tax 
burden. Colonel Wedgwood, however, argued that trade would 
be benefited more by reducing debt than by remitting £51 
millions of income tax. Mr. E. Harmsworth said the Income 
Tax should not have been reduced by suspending the Sinking 
Fund, but by reducing expenditure. 

On 2ist June, after a discussion of hard cases arising out of 
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Excess Profits Duty, a debate arose on the suspension of the new 
Sinking Fund. In the old days, said Colonel Wedgwood, our 
financial supremacy depended on the fact that we paid off 
millions of debt every year. This suspension was a first step 
towards Continential methods of finance. Sir G. Collins wondered 
why the Chancellor took such a light view of our present financial 
position : ; 

‘JT have gathered during the last few days that the Chancellor has no_ 
regard for the shibboleths of the past. He is willing to turn his back on 
the principles which have made this country great . . . He is raiding the 
Sinking Fund. He has also raided and drained the pockets of the tax-payer 
. . . The sooner the Government return to the principles of the past, the 
sooner will prosperity return to this country.’ 

It was vital for a great exporting nation to maintain its financial 
position. 

On the.other hand, Mr. Wise contended that, as we did some- 
thing similar a hundred years ago and it answered then, the 
Chancellor was right to suspend the Sinking Fund for a year 
or so. Mr. Swan argued that the wealth of the country had been 
increasing. Since 1914 the number of people with incomes between 
£55,000 and £65,000 had risen from 68 to 335; this clause ought 
to be deleted in order that these people might pay their due 
share to reduction of debt. Sir Robert Horne, however, pointed 
out that owing to the reduced value of money this apparent 
increase in incomes was fallacious. He thought the imposition 
of higher taxation on millionaires would be most detrimental. 

Supporting a new clause moved by Mr. Holmes to reduce the 
Sugar Duty, Mr. Waterson showed how taxation had varied 
and how its increase since the war had reduced consumption. 

‘In 1901 the sugar duty was 4s. 2d. per cwt. In 1908 it was reduced 
to 1s. 10d. In 1915 it jumped up to 9s. 4d. In 1916 it went to 14s. and 
in 1918 it was increased to £1 5s. 8d. . . . The increase in the sugar duty 
has a tendency to reduce consumption. In 1913 there were consumed in 
this country more than 34,500,000 ewts. In 1919, when the tax had risen, 
the consumption had decreased to 30,500,000 ewts. In 1920... the 
consumption had decreased to just over 22,000,000 ewts.’ 

Mr. Foot supported the new clause because ‘ no tax bears so heavily 
on the people and no tax affects every member of the community 
as does this tax’. It was rejected by 227 to 79. 
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On 27th June the Chancellor brought in a new clause to carry 
out a promise referring to the Super Tax on the undistributed 
profits of ‘one-man’ companies. The clause was intended to 
prevent evasions of Super Tax; but it was much criticized, and 
Sir R. Horne agreed to make some alterations. 

On the same day an attempt was made to reduce the Excise 
Duty on beer from £5 per standard barrel to £3 10s. Od. This 
proposal found members of the Opposition voting for the Govern- 
ment and supporters of the Government voting for the reduction. 
Mr. Richardson recalled that ‘in 1914 the standard barrel of 
beer was subject to a duty of 7s. 9d. per barrel ; to-day, because 
of the War, that tax has been raised to £5 per standard barrel ’, 
which meant ‘ that the tax on a pint of beer has been raised from 
0-72d. to no less than 4-16d.’ 

It was argued that the revenue would be made good by 
increased consumption. Mr. Foot disliked this argument, and 
considered that if there was any money for reducing taxation it 
should be used for lowering the duty on some article of general 
consumption such as sugar. Mr. G. Roberts did not think that 
cheaper beer meant more drunkenness, and said it was unfair to 
presume that those who were in favour of a lower beer duty 
were opposed to a reduction of the Sugar Duty. 

Sir Robert Horne said he would take no part in the con- 
troversy as to whether beer drinking is good or bad. He agreed 
that the rise in the Beer Duty, as in the Sugar Duty, caused a 
‘very burdensome increase upon the price’. It was generally 
admitted that if the duty were reduced it must be by a penny 
a pint or else the consumer would not benefit. This, he said, 
would cost £22 millions. (A penny per lb. off the Sugar Duty 
would cost £11 millions.) He had gone into the question of 
some arrangement with the brewers by which they should bear 
a portion of the reduction, but had found it impossible; and con- 
sequently he could not accept a proposal which would deprive 
him of £22 millions of revenue. He estimated that the consump- 
tion would not increase by more than 10 per cent. After further 
speeches in favour of a reduction, the clause was rejected by 184 
to 102. 

On 28th June Mr. Hayday tried to get casual wage-earners, 
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e.g. dock labourers, exempted from Income Tax because their 
earnings were uncertain and they would be asked to pay after 
they had spent their wages earned in a good quarter. The 
Solicitor-General replied that the only alternative was to collect 
tax by making the employer deduct it from wages, a method 
which the men’s representatives had rejected. 

In an attempt to get the Corporation Profits Tax repealed 
Sir A. Fell asserted that the tax had prevented the issue of 
ordinary shares by companies in London; the tax fell most 
injuriously upon enterprise. Colonel Newman and Mr, Pretyman 
declared that the tax was brought in mainly in order to obtain 
a contribution from the Co-operative Societies and now they 
were to be exempted. Sir Robert Horne agreed that the tax 
was a bad one, but he could not give up the revenue from it; the 
House had defeated the Government on the taxation of Co- 
operative Societies and so the Government accepted the 
decision. . 

Discussions of Estate Duty, Income Tax, and Land Values 
followed, in the course of which the Chancellor made some further 
small concessions. But he refused to give a widow the allowance 
of the tax on £225 given to married persons, and the Solicitor- 
General refused to give up certain particulars relating to sales 
of land which survived from Mr. Lloyd George’s Budget of 1909. 
After a concession to entertainments whose profits went to 
charity, a new clause was accepted exempting from Corporation 
Profits Tax certain kinds of limited companies such as the Science 
and Art Society and the Navy League. Then a proposal to 
reduce the scale of duties on cinema entertainments was rejected. 
Mr. Newbould pleaded the depressed state of this ‘ industry’. 
The Chancellor replied by quoting from the organ of the cinema 
industry which boasted of the * magnificent’ cinema ‘ palaces’ 
that were being erected in almost every leading town. 

A repeal of the duties on table waters was suggested by Sir 
Halford Mackinder, who believed that they were not yielding 
anet revenue. He stated that in the previous year about £750,000 
duty was paid and a similar amount was paid on the sugar and 
alcohol used. Therefore if the sale was doubled by repealing the 
duty as much again would be got from the taxes on the sugar and ~ 
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alcohol. But the proposal was not accepted, Sir Leslie Scott 
saying that it would cost £1,150,000. 

Protection for home-grown tobacco by abolishing the Excise 
was sought by Viscount Wolmer. He recalled that tobacco was 
once grown in the country but was prohibited in 1660. In 1910, 
however, a Liberal Government again permitted growing, and in 
1911 a protective rebate of 30 per cent. was granted. In 1913 
the contribution was altered by a grant of £20,000. The industry 
received the Imperial Preference of one-sixth of the duty, but if 
it was to be established ‘ you have to protect it in its initial stages 
not only against American but also against Colonial tobacco’. 
So he wanted home-grown tobacco treated in the same way as 
home-grown sugar. Sir Robert Horne said there was no real 
comparison between sugar and tobacco, and could not accept the 
clause. Captain Wedgwood Benn twitted the Government on 
their attitude which, he said, entirely gave away their position 
about Protection because all the arguments used by Viscount 
Wolmer had been used successfully by the advocates of home- 
grown sugar. 

Report 

When on 12th July the Solicitor-General moved a new clause, 
as promised on 28th June to Colonel Wheler, giving owners of 
mineral royalties an allowance for expenses of ‘ management and 
supervision’, there were sharp Labour and Liberal protests, 
because similar allowances were not given to wage-earners for 
travelling expenses. Mr. A. M. Samuel, a Conservative, also 
objected that it was unfair not to give a similar allowance for 
managing house property; but the clause was carried by 236 
to 91 votes. 

A brisk discussion arose on Mr. Kiley’s new clause to repay 
importers who had been charged duty under the Safeguarding 
of Industries Act on articles which were afterwards held not to 
be liable. Sir Robert Horne replied that the Act gave the Board 
of Trade a right to put any article in the taxable schedule; but 
later the referee might strike any article out of the schedule, or 
insert any article. Opposition Members naturally contended 
that when the referee had struck out an article the duty paid on 
it should be refunded. Sir F. Banbury and Sir J. Hood supported 
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the clause and voted for it, but it was defeated by 208 votes 
to 95. 

A difficult point was raised when Mr. A. Shaw proposed to 
exempt from Income Tax the profits of foreign-owned shipping 
when the country of such owners gave a reciprocal exemption to 
British shipping. In spite of Conservative support Mr. Shaw 
could not induce the Chancellor to accept the proposal, though 
Sir Robert Horne was not hostile to the principle. 


The Third Reading 


In opening the debate on the Third Reading on 14th July 
Mr. Asquith remarked that as the Bill followed substantially the 
outline given in the Budget speech his criticisms remained 
unaffected. The Chancellor had prudently added £25 millions 
for supplementary estimates ;. but he believed part of that was 
already eaten up, and was rather sceptical about the estimate 
of revenue. If the remission of taxation was justified he had no 
quarrel with the form it had taken, though he would have preferred 
sugar to tea. ‘A six shilling income tax in time of peace is an 
intolerable burden on the whole community’, he added, and 
* there is no greater fallacy than to suppose the burden of income 
tax is confined to those on whom it is directly assessed’. Mr. 
Asquith said we could not ignore the suspension of the Sinking 
Fund, and complained very justly that none of the £1,137 millions 
realized from the sale of war stores had gone to the reduction of 
debt. He wanted some information, if it was opportune, as to 
what arrangements were in contemplation about the American 
debt, because ‘it is most desirable that this question should not 
be left simmering on month after month and year after year’. 
Tt was a solemn obligation and should be put on a permanent 
foundation ‘ consistent with the freest possible interests of industry 
and the interchange of wealth and commodities between the two 
nations ’.1_ It was also, he said, desirable to deal promptly with the 
floating debt. In conclusion, while hoping that he was a false pro- 
phet (as he proved to be), Mr. Asquith expressed his opinion that 
the Chancellor of the Exchequer next year would probably be in a 
position * in which he can neither remit taxation nor reduce debt ’. 


* Mr. Asquith did not explain why this particular war obligation possessed special 
solemnity, or why it should be separated from all the other inter-allied debts. 
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Mr. W. Graham, a frequent spokesman of the Labour Party 
on finance, asked how we were to reduce the debt and at the 
same time regain our overseas markets and provide work for the 
1,500,000 unemployed and the large numbers of partially unem- 
ployed. He went on to discuss the question of an ‘ imposition 
on accumulated wealth ’, some form of which had been tried in 
other countries. 

Mr. Wise was lost in admiration of the Chancellor and the 
Budget. ‘The Chancellor’, he cried, ‘must be a proud man 
because I believe this is the first country to reduce taxation.’ 
Our credit, he said, stood higher than any country’s in the world, 
and * anybody who looks at the expenditure side must appreciate 
that enormous economies are being made ’. 

Colonel Wedgwood thought that after Mr. Wise’s speech 
there should be seen ‘ sprouting from the head of the Chancellor 
of the Exchequer opposite either a halo or an earl’s coronet ’. 
It appeared from the enormous increase in the return of the 
Death Duties that even millionaires were dying off to please him ! 

There were some who considered that, with the increasing 
value of money, the interest on the National Debt should be 
reduced ; but he was old-fashioned enough to think you ought to 
stick to a bargain. But the Government were ‘ deliberately 
adding + per cent. to the interest’; for the reduction in the 
Income Tax went ‘ straight from the pockets of the tax-payers 
into the pockets of the bondholders ’ without in any way assisting 
trade. Railway shareholders, he said, were getting £2,500,000 by 
the remission of Corporation Profits Tax, but various minor tax 
reliefs had been refused such as the concession for the daughter 
of a widow or widower and workmen’s travelling expenses. 
Farmers and landowners got £2 millions, but twopence off tea 
was refused; millionaires got £300,000 for their ‘ pleasure 
grounds ’, while pensions of war widows received no relief. Even 
royalty owners got something though miners’ wages had fallen 
by millions a year. ‘What I want to emphasize is that, 
right through, the Chancellor of the Exchequer has given way to 
the rich, and he has not given way to the rich simply because 
they are rich. To do him justice, he has given way to them . . 
because he believes that by making concessions to the wealthy 
he is able to improve trade.’ Turning to the question of debt, 
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he said there must be some way out, and the way out was a 
capital levy. Capitalists in most European countries had seen their 
capital slip away, but in this country the capitalist had seen his 
capital appreciate by at least 25 per cent. 

Sir S. Roberts said the duty of a Chancellor was to defend his 
revenue, and he congratulated Sir Robert Horne on the pleasant 
way in which he said, ‘No’. He criticized the_expenditure side, 
referring to the Treasury circular asking for a reduction in the 
supply services from £603 millions to £490 millions, in response 
to which the departments had only volunteered reductions of 
£75 millions. ‘ The Geddes Committee pointed out, very wisely, 
that it is no use depending on voluntary reductions by the depart- 
ments. ... My own view is that rationing in some form or other 
must take place.’ 

The same view was taken by Mr. Mosley, who said that of 
the £75 millions of economies £60 millions were due to the decrease 
in war services and £10,500,000 to the automatic reduction of the 
bonus, leaving £4,500,000 to the credit of the departments in 
securing economy. ‘There was a good deal in what Colonel Wedg- 
wood said about reduction of debt being better for trade than 
a lower income tax. On the other hand, people would not exert 
themselves so much if most of their profits went in taxes. 

Colonel Wheler drew attention to the plight of local authorities 
due to the burden of the upkeep of roads. 

Replying to critics who complained that there had been very 
few genuine economies, Sir Robert Horne maintained that he 
ought to get credit for reducing the war services. The estimates 
for the Supply Services were £172 millions below the cost of the 
previous year, though ‘I do not say that we should stop there— 
far from it’. The Government wanted more economies, and 
‘sketch’ estimates were being submitted by the departments 
‘in order that we may be able to guide and advise them, and, 
indeed, warn and admonish them’. He shared the general regret 
that the Sugar Duty and Entertainments Duty had not been 
reduced ; but he pointed out that one penny per lb. off sugar 
cost £11 millions. The charge that this was ‘a rich man’s Budget’ 
was, he said, chiefly based on the income-tax reduction. 

It had been argued that the suspension of the Sinking Fund 
would damage our credit ; ‘ our credit to-day is not only higher 
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than it was a year ago, but higher even than it was three months 
ago, and the value of our currency is higher now than it has been 
at any time since the war.’ He admitted that the proceeds from 
war stores had been used as revenue but there were enormous 
war liabilities to meet, and had not the proceeds been so used 
larger borrowings would have been necessary. Irish finance no 
longer had any connexion with ours, except that Southern 
Ireland had to bear some proportion of the debt. 

Since July 1921 the Floating Debt had been reduced by £409 
millions. The capital value of our debt to the United States was 
£938 millions at the current rate of exchange. The United States 
Government had asked us to consider funding the debt. He did 
not think anybody had any doubt as to the ‘ complete and absolute 
necessity ’ of fulfilling our obligations. 

After one or two further speeches the Finance Bill, carrying 
out the second and last of Sir Robert Horne’s Budgets, was read 
a third timé and passed. 


Epilogue. 


This was Sir Robert Horne’s first budget statement, though it 
was his second Budget. In May 1921 he had just been promoted 
from the Board of Trade to the Exchequer, but in his former 
capacity he was occupied with the great coal dispute and con- 
sequently his predecessor at the Treasury, Mr. Austen Chamber- 
lain, had made the financial statement. 

Quite frankly it was a gamble, and as Mr. Asquith said, the 
Chancellor ‘ made a draft, perhaps an exceptional draft, upon the 
probabilities and even the possibilities of the future *; but 
perhaps the gamble came in for milder censure because Sir Robert 
Horne made a reduction, very popular with M.P.s, albeit unwar- 
ranted on the figures, in the Income Tax from 6s. to 5s. in the 
pound. After a period of excessive spending, encouraged by 
a swollen bureaucracy, the Government at last realized that the 
tax-gatherer had bled the country white, and therefore reduced 
taxation by 1s. off the Income Tax and 4d, off the Tea Duty, 
The concessions were not provided out of a.genuine surplus but 
out of a raid on the Sinking Funds. Even if the reductions had 
been made without raiding the Sinking Funds, the surplus was 
still not a genuine tax surplus because £90 millions of * Special 
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Receipts ’ were included in the Estimates. However, on the 
principle that all is well that ends well the Budget was satisfactory, 
because after restoring the Sinking Funds Sir Robert Horne’s 
successor, Mr. Stanley Baldwin, found himself, owing to a huge 
miscalculation, with a surplus of over £100 millions. 

The reductions were generally expected to take the form they 
did, and the day before the Financial Statement interested parties 
in the City were insuring against the ‘ risk ’ of these concessions. 
As much as 80 per cent. was paid in the case of a lowering of the 
Income Tax, and 70 per cent. in the case of the Tea Duty. A 
reduction in the Sugar Duty was hoped for but with less confidence, 
and a lower premium was asked for that ‘ risk ’. 

As mentioned above the chief objection was not the way in 
which the surplus was disposed of but the way in which it was 
obtained. As Colonel Wedgwood said on 14th July, it was 
‘a Budget without that old financial virtue that for the last 
seventy years in times of peace has always been lived up to by 
previous Chancellors of the Exchequer ’, namely, the redemption 
of debt. According to Mr. Asquith there was during 1919 a heavy 
increase in the debt which was subsequently wiped out so that, 
apart from the increase in the nominal amount due to the Conver- 
sion Loan, the figure was substantially the same as at the time of 
the Armistice, although during the past three years £1,137 millions 
had been realized from the sale of war assets. ‘ None of that ’, 
said Mr. Asquith, ‘ has gone in reduction of debt.’ 

The Labour Party called it ‘a rich man’s Budget’ because 
a lower tea duty was the only concession to the indirect tax- 
payer, except for some reductions in postal charges. Sugar 
undoubtedly had a stronger claim, but a reduction there involved 
a much heavier loss of revenue. During the debates Sir Robert 
Horne gave a figure of £11 millions as the cost of one penny per lb. 
off the Sugar Duty. The Beer Duty had to wait until the next 
year. Mr. G. Locker-Lampson and Mr. W. Graham made strong 
appeals for the prevention of evasions of income tax which 
involved a loss estimated from £5 millions to £20 millions a year. 
Imperial Preference and the McKenna Duties remained the 
favourite target of free traders who knew that both topics were 
distasteful to Coalition Liberals. 


CHAPTER XII 
THE ELEVENTH WAR BUDGET, 1923 


Ar the beginning of the year 1923, with a view to influencing 
the Budget, an unusually brisk campaign was carried on by 
certain business organizations, led by the Federation of British 
Industries and the Chambers of Commerce, in favour of lower 
taxation. In particular a demand was put forward for a reduction 
of the Income Tax from 5s. to 4s. in the pound and for the com- 
plete abolition of the 5 per cent. Corporation Profits Tax. An 
agitation was also being promoted by ‘ the Trade’ for a lowering 
of the Beer Duty, while the Labour Party pressed for reductions 
of the Sugar and Tea Duties. 

Since Sir Robert Horne’s Budget of 1922 a great change had 
taken place in Parliament. Conservatives throughout the country 
had grown tired of the Coalition Government. They connected 
the high taxes with its extravagant expenditure and its patronage _ 
of State Socialism. Mr. Lloyd George had been beaten by Sir G. 
Younger, the Conservative Whip, in a preliminary trial of strength, 
and had thereby lost his chance of appealing to the electors as 
Prime Minister and of securing from them a renewed lease of office. 
. On his resignation Mr. Bonar Law formed a purely Conservative 
Government. When the Election came in November 1922 four 
parties appeared in the field, and the Conservatives secured 
a working majority of over seventy on a programme of * Tran- 
quility, Stability, and Economy’ astutely framed by Mr. Bonar 
Law. Sir Robert Horne was one of the Ministers who resigned 
with Mr. Lloyd George, and Mr. Stanley Baldwin had left the 
Board of Trade to take his place. Almost immediately after the 
General Election Mr. Baldwin paid a visit to Washington accom- 
panied by the Governor of the Bank of England, and was there 
persuaded to enter into an agreement for the funding of the 
War Debt to America—an agreement reluctantly endorsed by the 
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Cabinet. It involved heavy payments of principal and interest 
in gold dollars for a period of sixty-two years. Unfortunately 
no provision was inserted against differential treatment of war 
debts and no attempt was made to deal with the other war 
debts of France, Italy, &c.—a mistake which received more 
criticism later on. 

On 16th April Mr. Baldwin presented his first, Budget in a speech _ 
of modest brevity. He explained that calculations were being 
made ‘in a world of rapidly changing values’ ; vast sources of 
revenue obtained from the sale of war stores were disappearing, 
but expenditure was being urged ‘ by men who have learned to 
think in millions whereas they formerly thought in pounds’. 
It was difficult to frame estimates which would stand the test, 
and the criticism directed at the deficiencies shown a year ago 
might now be turned against the surplus disclosed in the accounts 
for 1922 to 1923. Certainly the budgeting was loose; but trade 
conditions were abnormal, and it is not surprising that Treasury _ 
forecasts were less accurate than before the War. 

Mr. Baldwin’s retrospect of the financial year was a cheerful 
one: ‘ Trade, both home and foreign, improved ; unemployment, 
though still grievous, decreased; and Government securities 
steadily appreciated.’ In the first three months of 1922 with- 
drawals from the Post Office Savings Bank considerably exceeded 
deposits ; in the first quarter of 1923 deposits exceeded the with- 
drawals by more than £1,300,000. Sir R. Horne had balanced his 
Budget at £910? millions; in the end. the revenue exceeded his 
estimate by £3} millions, and expenditure, after providing out 
of revenue for the statutory sinking fund, was only £8124 millions, 
so that there was a surplus of £1014 millions which went automati- 
cally to the further reduction of debt. Some people imagined that 
these hundred millions were still at the Chancellor’s disposal ; 
but of course the Exchequer could not hold so vast a sum without 
producing ‘a crisis of the greatest severity in the money market’ 
and making impossible the collection of income tax from January 
to March. In the Finance Act of 1920 the Treasury was author- 
ized to apply surpluses as they accrued to the redemption of debt. 
Already critics had been complaining of the splendid sum devoted 
to debt reduction during the past financial year, but Mr. Baldwin 
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had no difficulty in meeting their points. There was nothing in 
the argument that debt reduction tended to cripple the resources 
of this generation in order to ease the circumstances of our grand- 
children; ‘There will be plenty of debt for our grandchildren 
to deal with; but equally to-day debt is insistent and knocking 
at the door. Each year since the War, this year, and for many 
succeeding years, obligations are maturing which if not converted 
must be paid off in cash.’ 

One important constitutional change had brought discrepancy 
and confusion into the national accounts and statistics: the Irish 
Free State had been constituted, and though revenue continued 
to be collected in the old way, the receipts and expenditure of the 
Dublin Government were being separated as far as possible from 
those of Whitehall, and in the statistics compiled by the Board 
of Trade the Free State was now being treated as a foreign country. 

In Sir Robert Horne’s estimate of £273 millions for Customs 
and Excise he allowed for a decrease of £18 millions through the 
exclusion of Irish revenue. The actual receipts gave a surplus 
of £7 millions, and Mr. Baldwin expected a further three millions 
after adjustments with the Irish Free State. Spirits were down, 
and there was a deficit on tea, since consumption had not responded 
to the reduction in duties; the surplus was mainly due to beer, 
sugar, tobacco, and the new import duties. As a whole the 
Inland Revenue Duties brought in £36-3 millions above the 
original Budget estimate, the main contribution coming from 
Income Tax and Super-tax, which brought in fifty millions more 
than the estimates, while Death Duties brought in nearly nine and 
Stamps nearly four millions extra. But Excess Profits Duty 
showed a deficit of £253 millions, and the Corporation Profits 
Tax was £773,000 behind the estimate. Large estates had been 
unusually numerous, and the surplus on Stamps followed the 
continued activity on the Stock Exchange. 

Mr. Baldwin thought that the yield of income and super-tax 
was the most reliable index of the gradual emergence of industry 
and trade from the 1921 depression. In 1921-2 collection proved 
difficult, and the arrears at the end of the year were £99 millions 
for Income Tax and £234 millions for Super-Tax; in the year just 
ended collection was better and accounted for more than half the 
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surplus of £50 millions. The volume of profits brought into 
assessment substantially exceeded expectations. On the other 
hand, E.P.D. proved very disappointing ; only £57 millions were 
collected instead of £75 millions, and repayments took £55 
millions, or eight millions more than was expected. The payment 
by instalments had not been satisfactory, and only about one-third 
of the interest charged had been paid. Special Receipts showed 
a deficit of nearly £39 millions on the estimate. ‘ Disposals ’ 
realized £15 millions less, while the Food and Wheat Commission 
accounts could not be liquidated during the year. The Special 
Receipts were : 


£ 
Disposals. : 4 5 5 . 26,780,000 
Sales of ships and freights ‘ . 4,500,000 
Reparation Recovery ‘Act and other German receipts 6,800,000 
Repayment of Pre-Moratorium Bill advances . 5 6,100,000 


Last year’s surplus, Mr. Baldwin said, arose from ‘ the best of 
all possible causes, a reduction in expenditure, which was £973 
millions within the Budget forecast’. Consolidated Fund 
services showed a saving of nearly ten millions, even after provid- 
ing £213 millions for sinking fund payments which had not been 
contemplated in the Estimates; this saving was due almost 
entirely to the reduced volume of Treasury Bills and the cheap 
rates at which they were placed. A saving on Exchequer issues 
for Supply was due partly to over-issues in the preceding year, 
but mainly to a reduction of £27 millions on the fighting services 
and £553 millions on Civil Votes. One reason for these savings 
was the continued drop in prices, wages, and bonus ; another was 
reduced supplies owing to the contraction of Government 
activities, to changes of policy such as the postponement of recruit- 
ing for the Militia, and to a reduction of the personnel of the 
Army and Navy. 

A year earlier the dead-weight debt was £7,676 millions, and 
on 31st March 1923 it had apparently risen to £7,773 millions. 
These figures, as usual, reckoned the external debt at par, and did 
not include premiums due on repayment of War Bonds or interest 
accrued on Savings Certificates. Both figures gave the face value 
of the debt, and Mr. Baldwin contended that there had not 
been ‘an increase in the burden of our debt’, because £1354 
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millions of ‘nominal increase’ was due to the conversion of 
9) per cent. War Bonds and Exchequer Bonds, and of 54 per cent. 
Treasury Bonds, into 34 per cent. Conversion Loan. Secondly, 
arrears of interest on our debt to the United States: had been 
added to the capital under the agreement he had made at Washing- 
ton. If these factors were eliminated, the effective reduction was 
over £149 millions. By conversions of the bond debt the tax- 
payer would save £750,000 a year in interest and £44 millions in 
premiums on the Bonds. 

A year ago the external debt stood at £1,090 millions, and on 
the 31st March last it amounted to £1,1553 millions, ‘ the apparent 
increase being more than accounted for by the addition to the 
debt of the three years’ interest in arrears on the American debt ’. 
In four years the external debt had been reduced by £209 millions, 
and now nothing of importance remained except the debts to 
Canada and to the United States. Now that we had repaid 
sixty-two million dollars to Canada, the amount outstanding was 
practically equivalent to our own holding of Canadian Sterling 
Bonds. 

Apart from sixty-one million dollars in respect of Pittman 
silver, our debt to the United States Government was 4,600 
million gold dollars, which had been funded as a result of 
Mr. Baldwin’s visit to America. A satisfactory feature of the 
internal debt was the reduction by £2194 millions during the 
year of the Floating Debt, which was just under £810 millions at 
the end of the year. £1693 millions of internal debt had matured 
during the year, of which £644 millions were paid off and the rest 
converted into the 3$ per cent. loan. £1322 millions of debt 
maturing during the current year and £216} millions of debt 
maturing at later dates had been converted into long-term debt. 
As a result of these operations and of the issues of ten-year 
Treasury Bonds (recently lowered to 4 per cent.), only some 
£843 millions of War Bonds would mature during the current 
year. Savings Certificates had produced a net sum of £33} 
millions. 

Turning to the new financial year Mr. Baldwin pointed out 
that the total Supply figure (£436 millions) was £1103 millions 
below the estimate for last year. If Special Services be omitted, 
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the ordinary estimates in 1921-2 amounted to £668 millions, and 
for 1922-3 the departmental estimates indicated reductions of 
£75 millions. Then came the Geddes Committee, which suggested 
specific economies of £87 millions. Mr. Baldwin maintained that 
the Government had done more than the Committee proposed ; 
for the actual ordinary estimates for 1922-3 were £473 millions, 
while those for the current year were £421 millions. Here an 
allowance must be made for the separation of the Irish Free 
State, which meant a reduction of some £20 millions. Further, 
in two years there had been a drop of £82 millions in Special 
Expenditure. Mr. Baldwin did not provide any special margin 
for ‘ supplementary estimates ’, thinking that if these should be 
found necessary in some departments, they should be met accord- 
ing to the pre-war practice, out of savings elsewhere. 
Consolidated Fund charges would be £3803 millions, of which 
the debt accounted for £350 millions, £40 millions being Sinking 
Fund ; so the interest charges showed a decrease of £25 millions 
on last year’s estimate in spite of an extra five millions for the 
American debt. All the War Debt had to be paid off at or before 
certain specified dates, unlike Consols which are only redeemable 
at the option of the Government. Altogether Mr. Baldwin could 
not estimate his requirements under this head at less than forty 
millions during the year. Consequently, he proposed to set up 
a statutory sinking fund of £40 millions in the current year, increas- 
ing to £45 millions in 1924-5 with £50 millions as a later maximum, 
which would be about the yield of the Death Duties. These 
sums had to be provided ; and though it would be possible to meet 
them by borrowing, as was intended in the past year, to do so 
twice would be a serious blow at our credit. Then, money spent 
on the reduction of internal debt returned at once to the invest- 
ment market, and * nothing would ease the finding of capital for 
industrial purposes so much as a steady and recognized policy 
of redeeming public debt’. There was another reason: the 
interest on the National Debt absorbed (in money) 50 per cent. 
more than our total pre-war Budget, and not very much under 
half the present Budget ; Mr. Baldwin believed that unless we 
took proper steps to deal with the debt in time, we might find 
it an intolerable burden. In the next seven years £1,300 millions 
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of bond debt would mature, and the Government had the option 
of redeeming £2,100 millions of war loan in 1929. Much would 
depend on the terms of reborrowing this vast sum, and we could 
not reborrow satisfactorily ‘unless we aid our credit by an 
avowed and sustained programme of debt reduction from 
revenue’. Finally, the total expenditure was made up of 
£380,470,000 Consolidated Fund charges and £436,146,000 Supply 
Services ; of this £15} millions might be termed Special Expen- 
diture. 

Mr. Baldwin now began his survey of revenue during the 
coming year. He could see no appreciable rise in the purchasing 
power of the great mass of our population on which the Customs 
and Excise revenue so largely depend. The consumption of beer 
and spirits, and to a less extent of tobacco, had been falling ; 
that of tea and sugar had been rising, but the movement had been 
checked recently, by advances in prices, because the world’s 
demand was expected to exceed the supply. Hence he expected 
a smaller revenue from Customs (£1183 millions) and Excise 
(1553 millions), or about £6 millions less than the Exchequer 
receipts of the previous year. Inland Revenue Duties should 
bring in £445 millions as compared with the realized receipt of 
£482 millions. Mr. Baldwin could not anticipate another excep- 
tional yield from death duties, and the yield from income tax 
would fall because the good trading year 1919-20 would be 
replaced in the three years’ average by the poor year 1922-3, 
and because the last year included considerable arrears at the 
6s. rate. Super Tax would also yield less ; but with diminishing 
liabilities for repayment Mr. Baldwin expected a larger net 
receipt from arrears of E.P.D.; he admitted that any estimate 
under this head was uncertain, and so it proved. Details of the 
Inland Revenue Estimates were as follows : 


£ 
Death Duties . 4 ‘ c - - . 52,000,000 
Stamps . . 20,000,000 
House Duty, Land Tax, and Mineral Rights Duty 3,000,000 
Income Tax . . 280,000,000 
Super Tax F F : ; . 58,000,000 
Excess Profits Duty . a : Fi é 3 12,000,000 
Corporation Profits Tax . < 4 é . 20,000,000 


Total . : - 445,000,000 
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The motor vehicle tax (£134 millions) ought really to be added 
to this total, and the non-tax revenue was reckoned as follows : 


£ 
Post Office F : c ; 2 : . 54,500,000 
Crown lands . ; ‘ ; : ‘ : 900,000 
Sundry loans . ; : . 12,500,000 
Ordinary miscellaneous receipts . : : . 12,500,000 
Special receipts : : - : . 40,000,000 


Thus the total revenue on the basis of existing taxation would 
be £852,650,000, which, with an estimated expenditure of 
£816,616,000, would leave a surplus of about £36 millions. 

Before explaining what he would do with his surplus Mr. Bald- 
win outlined some proposals for dealing with income-tax evasion, 
of which the chief was an extension to six years of the existing 
three years’ time limit for making assessments and surcharges ; 
at the same time he allowed a similar extension for repayment 
claims. Most of the surplus of £36 millions arose out of the 
‘Special Account ’, which promised a balance of £244 millions. 
Revenue, indeed, was still swollen by war causes, but the days of 
special receipts from sales of war stores, &c., were rapidly closing 
and promised little after the close of the current year ; moreover, 
next year there would be three and not merely two bad years 
in the average for income tax. Under these two heads Mr. Baldwin 
reckoned that he would lose nearly £50 millions; consequently 
he intended ‘to press to the full the possibilities of reducing 
expenditure ’, though he found it increasingly difficult to make 
savings. It was no good to reduce taxation one year if it had to 
be reimposed the next ; he could not let another year pass without 
providing for debt redemption. Consequently Mr. Baldwin 
had been examining suggestions for new taxes, and found him- 
self ‘ greatly attracted by a tax on betting’. When expenditure 
on so many necessaries of life was taxed, why should betting 
escape? But as he had tog little time to examine the question 
thoroughly he proposed to appoint a Select Committee (which in 
fact met during the summer) to inquire and report. 

A Chancellor can always rely upon the enthusiastic support 
of Parliament when he talks about reducing taxation ; Mr. Bald- 
win wanted some of that enthusiasm reserved for occasions when 
economy in expenditure was being considered. 
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Turning to his estimated surplus Mr. Baldwin first promised 
a reduction in postal and telephone charges, of which the chief 
was a uniform reduction of threepence in each category of parcels 
post ; the inland printed paper rate would be 4d. for every two 
ounces, and there would be a small reduction in the foreign and 
imperial letter rates. These reductions would cost £1,560,000, 
and a further £840,000 would be sacrificed by a reduction of ten 
shillings in the rental of telephone installations and a reduction 
from 3d. to 2d. in the local call-office fee. 

A reduction in the war duty on sugar was generally demanded, 
and would have been a natural sequel to Sir Robert Horne’s 
reduction of the Tea Duty. Mr. Baldwin professed, however, to 
find difficulties. He stated that there was a shortage in the world’s 
supply of sugar which would prevent the British consumer from 
getting anything like the full benefit of a lowered duty. Cheaper 
beer, however, could be ensured; and ‘beer, glorious beer ’, 
was a British product. Mr. Baldwin therefore proposed a con- 
cession, which was calculated to lower the retail price by a penny 
a pint all round. The duty was assessed on the standard barrel, 
which meant ‘ that it varies in strict accordance with the gravity 
or strength of the beer’. If the duty were reduced by an amount 
representing ld. a pint on the average, it would mean much less 
than a penny on the lighter beers, so that their retail price could 
not be reduced by a penny. So Mr. Baldwin proposed to retain 
the existing duty of five pounds a standard barrel, but to give 
a rebate on each bulk barrel of beer whatever its strength. On 
a barrel of 36 gallons a penny a pint comes to 24s., but Mr. Baldwin 
did not intend that the whole cost should fall on the Exchequer ; 
so he asked the trade to contribute four shillings out of the 24s. 
But he could not allow the full rebate of 20s. on beers of very low 
gravity, as the result would be to repay the whole of the duty. 
The concession would cost £16,600,000 in a full year. For the 
benefit of the teetotaller Mr. Baldwin reduced the Excise Duty 
on sweetened table waters from 4d. to 2d. a gallon, at an estimated 
cost of £175,000 in a full year; and a smaller sum of £100,000 
was surrendered by the total abolition of the 4d. a gallon on 
cider—a very popular concession in the cider districts. 

The other chief reduction was a lowering of the standard rate 
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of Income Tax from 5s. to 4s. 6d. in the pound, which would cost 
£19 millions in the current year and £26 millions in a full year. 
Urgent demands had been made for the abolition of the Corporation 
Profits Tax, and Mr. Baldwin said, ‘ Every one admits that this 
is not a good tax ; many think that it bears exceptionally heavily 
on enterprise and industry’. But he could not give it up entirely, 
and only offered to lower the rate from 1s. tq 6d. in respect of 
profits arising after the 30th June next. This would involve 
little or no loss of revenue during the year and would cost only 
about two millions in the following year ; but it would ultimately 
involve a loss of £124 millions, against which could be set some 
increase in the yield of Income Tax. All these reductions would 
cost £34 millions in the current year and about £473 millions 
in the next, leaving the final balance sheet for 1923-4: 


£ 
Revenue . : 2 . 818,500,000 
Expenditure . : - 816,616,000 
Balance . % : : 1,884,000 


The General Election had brought the Labour Party to the 
forefront and Mr. Ramsay MacDonald had been elected Chairman. 
In opening the discussion as Leader of the Opposition Mr. Mac- 
Donald agreed with the Chancellor’s proposal to continue the 
reduction of debt, though he would have preferred to effect the 
reduction ‘not only from revenue but from a capital levy such 
as a Labour Chancellor would undoubtedly try’. He thought 
the Government could have found the money needed to improve 
the position of ex-service men and old-age pensioners. But 
Mr. Baldwin’s Budget really did not balance, for it depended on 
regarding as revenue large sums from the sale of war assets 
originally bought with borrowed money. Mr. MacDonald 
regretted that most of the reduction would go to the income-tax- 
payer, and declared that ‘the working classes are admittedly 
overtaxed’. He did not admit that last year’s lowering of the 
Income Tax had had much effect in stimulating trade, and then 
made the mistaken statement, * Income tax is not a charge upon 
limited liability companies’. As a matter of fact companies 
were (and are) assessed at the standard rate on their whole profits 
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whether distributed or not, and there were of course no abatements 
or allowances. Individual shareholders might obtain a repay- 
ment if they were below the income-tax level, but the Exchequer 
got the whole tax on non-distributed profits. On general 
principles Mr. MacDonald was not very keen about saving the 
tax-payer’s money ; he wanted ‘ to spend the money in getting 
right conditions’ and thus stimulating trade. But he disliked the 
Entertainments’ Tax and the Sugar Duty, declaring that the 
working classes paid £40 millions a year in tea and sugar duties. 

Sir Samuel Roberts suggested that war pensions should be 
funded by being spread in equal annual payments over half 
a century. This proposal to raid the Sinking Fund was supported 
by Sir Alfred Mond, who quoted (irrelevantly) the maxim: 
* Money fructifies more readily in the pockets of the people than 
in the coffers of the Government.’ High taxation (he argued) 
was so productive of unemployment that we could not afford 
£40 millions a year for the Sinking Fund ; he thought it unreason- 
able that £126 millions should have been used for debt redemp- 
tion in the past year, when Parliament had decided to suspend the 
Sinking Fund. Money paid for gilt-edged investments ‘ returns 
to industry too slowly to be of much use’; that was one of the 
chief criticisms against the Capital Levy. He wanted a lower rate 
of income tax on industrial profits which were not distributed in 
dividends, but used for the development of business. The 
sounder policy of debt reduction obtained strong support from 
Mr. A. M. Samuel on the ground that its effect was to ‘ pull down 
the value of money’ and raise the market price of Government 
stocks and Treasury Bills, so that the amount of interest payable 
by the Exchequer would be less, while cheap money would 
stimulate trade. Moreover, the Death Duties, which yielded 
about 50 millions a year, were really taxes on capital and ought 
not to be used as ordinary revenue; in reality, too, the debt 
repayment since the Armistice had only been effected by the sale 
of war stores. The idea of funding pensions recalled * the kind of 
wriggling that took place in 1720 around the South Sea Company 
and the funding of the war debts and pensions, and gave rise to 
the Great South Sea Bubble’. Mr. Samuel disliked the Corpora- 
tion Profits Tax and supported the proposed tax on betting. 


426 THE ELEVENTH WAR BUDGET, 1923 


Mr. Mosley contended that lower indirect taxes and debt 
redemption would prove more beneficial to trade than a lower 
income tax. People who argued that income tax was a kind of 
overhead charge on companies were really saying that they 
passed on the tax to the consumer. Since the country was not 
saving and thereby providing new capital, Mr. Mosley supported 
Sir A. Mond’s proposal to differentiate between, money spent and 
money saved, though it would be difficult to apply the principle 
to the very rich. He suggested a sharply graduated tax on 
domestic servants according to the number kept, and argued 
rather curiously that a capital levy might be justified on indivi- 
dualist principles because you could so shift the burden of debt 
from the shoulders of the State to the shoulders of the individual. 
Mr. Mosley added that a genuine reduction in expenditure could 
never be made unless we changed our foreign policy, withdrew 
from ‘ absurd fantastic adventures in countries like Mesopotamia’, 
and made an all-round reduction in armaments. 

A Labour Member urged that all incomes up to £250 should 
be free of income tax, and wanted Mr. Baldwin to reduce the rate 
of interest on war loans; whereupon Mr. Wise quoted a reserva- 
tion to the Royal Commission’s Report on Income Tax which 
recommended that the financial burden of the War should be 
‘more widely distributed’, i.e. by extending the Income Tax 
to the smaller incomes. To counteract the Fordney Tariff, which 
would hinder the payment of interest on our debt to America, 
he advised that we should keep up the price of rubber, because 
America was the chief purchaser, and we controlled the market. 
This suggestion was strongly condemned shortly afterwards 
by Mr. T. Williams, who said that America controlled the cotton 
market and could retaliate by making Lancashire pay more for 
its raw material. 

Some suggestions for new revenue were made by Mr. Rawlinson, 
e.g. that mural advertisements should be taxed, as they were in 
France. A tax on betting would not legalize or encourage betting, 
and was a more reasonable thing than the Stamp Duty on Stock 
Exchange contracts. He had no sympathy with the agitation 
against the Entertainments’ Duty, which was got up, he said, 
by cinema proprietors ; people who had enough money to go 
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to a theatre could evidently afford to pay taxes better than 
those who hadn’t the money to go. 

The question of the loans to the Allies and Dominions was raised 
by Mr. Harris, who maintained that the £148 millions owed by 
the Dominions should be regarded as an asset; he objected 
strongly to the McKenna Duties, and in general preferred the 
Income Tax as a method of raising revenue because ‘ income-tax- 
payers are invariably economists ’, while the indirect taxes ‘ are 
never brought home to the tax-payer in the same way’. Local 
rates now came to £195 millions a year, and while the Government 
was cutting down the Estimates, ‘ the expenditure on rates goes 
gaily on’. Mr. Nichol admitted Mr. Rawlinson’s contention that 
rich people in this country were more heavily taxed than in any 
other country, but he argued that they got this money back in 
interest on war debt ! 

When the price of silver rose to a very high level for a short 
time Mr. Austen Chamberlain, as Chancellor of the Exchequer and 
Master of the Mint, had made it a pretext for debasing the silver 
coinage. The new coins looked cheap and nasty. Sir Charles 
Oman said that ‘for the last four or five years a series of most 
costly experiments have been carried out at the Mint to try to 
obtain a kind of alloy which will produce a satisfactory coin, but 
without success’. Now that silver had sunk to 22d. per ounce 
Sir Charles thought that the old standard silver coinage might be 
restored. Mr. A. J. Bennett, while supporting the Budget, 
wanted another 6d. off the Income Tax and a lower Stamp Duty 
on bearer securities; the necessary revenue could be obtained 
by ‘funding’ war pensions. As a result of the doubled Stamp 
Duty in 1920 foreign loans had been discouraged ; thus London 
lost the Chilean Loan of 1922, and might lose other loans, especially 
now that the American investor was becoming accustomed to 
foreign loans. Nor had increased revenue been obtained by the 
double duty ; for the yield which had been £940,000 in 1913-14 
was only £650,000 in 1921-2. An unsatisfactory feature detected 
in the Chancellor’s figures by Mr. S. Roberts was the very small 
difference between the actual expenditure of the past year and 
the estimated expenditure of the current year. He wanted to 
abolish the rule that surpluses should go automatically to the 
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reduction of debt; a big surplus like that of last year made 
people think that there was ‘money overflowing to be used for 
all kind of purposes’. The day’s discussion concluded with an 
attack on the Sugar Duty by Mr. Alexander, who thought a 
reduction would stimulate the manufacture of jam and other 
foods. He also remarked that local rates were now become so 
heavy that in places like Sheffield manufacturers had to make 
large allowance in their tenders for the extra cost thrown upon 
them. 

Next day (17th April) Mr. Asquith opened by remarking on 
the discrepancy between the Estimates and the results both on 
the revenue and on the expenditure side. He inferred that the 
actual expenditure of the country a year earlier * was swollen to 
a degree far beyond the national necessity ’. Although the total 
revenue was very close to the estimate, this was only because the 
actual receipts of income tax showed an excess of £50 millions, 
apparently through the collection of arrears. On the other side 
E.P.D. had brought in hardly anything though nearly £28 
millions were expected, and special receipts from the sale of war 
assets showed a shortage of £39 millions. On the debt proposals 
the ex-Premier agreed with the Chancellor, especially with his 
proposed statutory sinking fund. Turning to the Income Tax 
he declared that a rate of 6s., 5s., 4s. 6d. or even 4s. was ‘a bad 
and pernicious form of capital levy ’, because it not only curtailed 
the enjoyments and comforts of the middle classes, but. must 
also ‘ dry up the stream which fertilizes the whole field of employ- 
ment and of industry’. There was some danger, he thought, 
that the interest charge on the Floating Debt, then very little 
over 2 per cent., might rise. 

While agreeing with the reduction of sixpence in the pound 
on income tax, Mr. Asquith criticized the reduction of the Beer 
Duty. He would have preferred a lower sugar duty; and was 
not convinced by Mr. Baldwin’s theory of the speculative market. 
As Mr. Asquith’s speech was largely a criticism of the previous 
estimates Sir Robert Horne at once rose to explain his miscalcula- 
tions. Who, he asked, could have foreseen that the claims for 
a refund of E.P.D. would come to £55 millions during the year ? 
The amount to be obtained from the sale of war assets was also 
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very difficult to calculate. He claimed that the excellent recovery 
of income-tax arrears was due to his own reduction of the tax 
from 6s. to 5s., and agreed with Mr. Asquith as against Mr. Mac- 
Donald on the ae of income-tax reduction in helping trade and 
commerce. On the question of redeeming the debt Sir Robert 
and Commander Hilton Young, his second-in-command at the 
Treasury (who had both lost office with Mr. Lloyd George), 
both held that the Government should pay off debt when trade is 
thriving and reduce taxation when trade is slack. Sir Robert 
quoted Sir Henry Parnell and Sir Stafford Northcote in support 
of this argument, and referred to Mr. Disraeli’s suspension of the 
Sinking Fund in 1879. 

A very different view was put forward by Mr. Lees-Smith, 
who thought the redemption of the National Debt was going on 
much too slowly ; in fact he declared that the sinking fund method 
never would wipe out the debt. While the Chancellor and others 
had made play with the saving of interest to be secured by con- 
verting the debt say from 5 per cent. to 4 per cent., Mr. Lees- 
Smith pointed out that conversion could not be applied to the 
American debt or to the 4 per cent. and 34 per cent. Loans, 
while the interest on the Floating Debt was more likely to rise 
than to fall. Conversion, in fact, would not apply to £3,500 
millions. Hence he concluded that the only way of reducing the 
debt substantially was by a capital levy. Looking forward to the 
next year or two he doubted whether the Chancellor would have 
a surplus on the existing basis of taxation. Commander Hilton 
Young replied that a capital levy would do very much more harm 
than the evil Mr. Lees-Smith desired to cure. There was no need 
to pay off too fast ; the main thing was to keep the process going 
and thereby to maintain the nation’s credit. The Chancellor’s 
estimates had been made on an ultra-conservative basis, for there 
ought to be a substantial reduction on the estimates of expenditure 
and an increase on the estimated revenue. Supplementary 
estimates are bad, he admitted, but not so bad as allowing the 
departments to over-estimate in order to have some concealed 
funds for use in unforeseen contingencies. Statutory sinking 
funds were a mistake, and over-taxation injured the national 
credit. Although there seemed to be ample funds available for 
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investment in industries this did not apply to small business 
men, who do not borrow but put back part of their profits into 
their trade unless it is taken by taxation. A little later Mr. W. 
Graham met this point by saying that ‘many of the smaller 
business men are even now practically beyond the reach of income 
tax’, because a man with a wife and three children and one or 
two small insurances, ‘may have £400 and.upwards of clear 
income before he becomes liable to tax’. 

Sir Laming Worthington-Evans also thought that the Charl 
cellor had assigned too much to debt redemption, and argued rather 
fantastically that the payment of war pensions out of revenue 
was itself a kind of sinking fund, because these might have been 
‘funded’. Mr. Graham was concerned with the failure of the 
Budget to lower the taxation of sugar and tea, and talked of the 
serious decline of wages. He quoted again the Select Committee 
on War Wealth, and the evidence tendered by the Chairman of 
the Board of Inland Revenue, which stated that some 300,000 
people had gained £4,000 millions during the war.1. Mr. Graham 
also quoted a report of the British Association Committee which 
stated, truly enough, that ‘a limited number of people gained 
enormously ’ out of the needs of the nation during the War. He 
thought that such people ought to contribute to the extinction 
of the national indebtedness. 

As a member of the Royal Commission on Income Tax 
Mr. Graham was anxious to deal with evasion. He complained 
that the Chancellor was only adopting a quarter of the proposals 
unanimously recommended by the Royal Commission, who 
wanted to give the revenue authorities access to books and power 
to obtain information from banks and accountants ; there should 
also be a more accurate valuation of stocks. 

Sir Robert Hamilton held that sugar had a far stronger claim 
than beer, being the raw material of many trades, including 
confectionery and biscuit making, which do a large export 
business. He saw little hope of large reductions in taxation 
except through administrative economies. 

Mr. Wheatley, a Socialist, argued that the Income Tax and 


* Even if this estimate was correct at the height of the boom, many of the war 
fortunes evaporated in the slump, 
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Super Tax paid by the propertied classes went back to them 
again in the interest on war loan. ‘It is orders’, he said, not 
capital that are required to stimulate industry, and he thought 
the best way to encourage orders would be to abolish the food 
taxes and thereby to increase the purchasing power of the people. 
If a large saving in the interest on the American debt had been 
secured by the rise in the value of the pound sterling, Mr. Wheatley 
thought that a similar saving ought to be made on the internal 
debt by lowering the rate of interest, or the amount of the principal. 
This proposal was stigmatized as robbery by Mr. Hannon, who 
welcomed the lowered Beer Duty and pleaded for a reduction of 
the Whisky Duty. Mr. Charleton agreed with Mr. Wheatley in 
thinking that there was plenty of capital; ‘in fact we have 
factories and workshops and up-to-date machinery rotting, 
because we cannot find employment for them.’ No doubt many 
large works had been over-extended, so that capacity exceeded 
demand, and interest could not be paid on the capital thus invested. 
Mr. Dennis Herbert complained that a large amount of direct 
taxation had to be paid out of capital. ‘During the War the 
inhabitants of Great Britain accepted a higher level of taxation 
than any other country’, while the. citizens of France ‘ would 
not permit their Government to levy an income tax’. Sir Godfrey 
Collins was concerned to find that the Estimates for the Army, 
Navy, and Air Force were larger than the actual expenditure 
of the past year. While welcoming the debt reduction, he pointed 
out that America was setting aside a larger proportion (10 per 
cent.) of revenue for the repayment of debt. National expenditure 
might still be reduced by from £50 to £70 millions. Sir Godfrey 
wanted the Sugar Duty lowered, and argued that the bargain 
with the brewers over the lowered beer duty was a bad one; they 
could have paid more than 4s. out of the 24s. on the barrel. 
Major Wheler welcomed the reduced beer duty as representa- 
tive of a country where hops were grown ; he also wanted further 
allocations from the Exchequer for the relief of the rate-payer. 
Colonel Wedgwood, who regretted ironically that the working 
man ‘ does not appreciate that the richer the rich are the better 
off he will be’, agreed with Mr. Baldwin that the best way to 
improve trade was to pay off debt, though he would like to help 


432 THE ELEVENTH WAR BUDGET, 1923 


the process by a general capital levy. Colonel Wedgwood argued 
that ‘ every penny knocked off the National Debt goes back into 
business’, but only part of the money knocked off income tax. 
Closed mines, unused factories, and empty houses should be 
rated, so that their owners might use them to better advantage ; 
at the same time he seemed to wish to transfer rates from houses 
and factories to the unimproved value of the land, so as to exempt 
improvements. 

Colonel Hall doubted if it was fair to abolish the cider tax while 
some mineral waters were still taxed. Since local rates and national 
taxation were a heavy burden on the manufacturer he wanted a 
‘ flat-rate countervailing import duty on imported manufactures ’. 

In the resumed discussion on 18th April Mr. Snowden attacked 
the Budget as a whole. Like most of the Labour Members he 
could see no effective way of dealing with the debt except by a 
levy on capital. He was strongly opposed to a tax on betting, 
which would ‘patronize, legalize, make respectable what is 
perhaps the second greatest curse of this country’. In order to 
revive trade the effective demand must be increased, whereas 
the purchasing power of the wage-earning classes had been 
diminished by £200 millions (in reduced wages) during the last 
twelve months ;! a reduction of sixpence in the Income Tax had 
very little effect on trade. Mr. Snowden quoted J. S. Mill on the 
advantages of paying off the National Debt even by heavy taxa- 
tion. He thought the increased taxation and high price of beer 
had encouraged temperance, as was indicated by the fall in the 
convictions for drunkenness and in the diseases attributable to 
intemperance. Sugar had the first claim to a reduction. A tax 
on betting appeared quite sound to Mr. W. Greenwood, because 
betting was certainly a luxury; but what he most wanted was 
an import duty on motor-car tyres. 

As the sole representative of the Communist Party, Mr. New- 
bould apparently felt bound to review the Budget as a whole 
and to expound his alternative. He did not object to a tax 
upon betting, but would remove entirely the taxes on sugar, 
tobacco, and tea, and would free incomes up to £500 a year from 


* This calculation fails to allow for the fall in prices and the higher purchasing 
power of the pound sterling. 
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income tax. At the same time he would tax incomes beyond 
£2,000 a year, including the King’s, at 20s. in the pound! Then 
he would provide not less than £200 millions for social reconstruc- 
tion, the money to be obtained by a cessation of interest on war 
loans. The House returned to less startling projects with the 
suggestion from Sir P. Pilditch that civil servants should have 
their salaries cut down. Mr. Trevelyan Thomson disliked the 
differentiation between the agricultural and the urban rate-payer. 
Altogether the farmer was now getting £54 millions a year from 
the tax-payer; yet the necessity was far greater in industrial 
districts where rates were much higher. In rural districts 55 per 
cent. of the rates were under 12s. 6d. in the pound, but in urban 
districts only 18 per cent. He favoured a general grant in the 
relief of rates because he thought rates were a heavier burden 
on production than income tax; he quoted the chairman of 
Messrs. Bolckow, Vaughan & Co. to the effect that the local 
rates had increased from 5d. per ton of steel in 1914 to something 
like 3s. 4d. a ton. 

Mr. Baldwin in reply admitted that the assessment of agricul- 
tural land would be reduced from one-half to one-fourth, but 
failed to explain why he was differentiating against the industrial 
rate-payer. Arrears of income tax had decreased by nearly 
£30 millions (to £94 millions) during the past year. If the rate 
of interest on short loans were to rise, Mr. Baldwin thought 
the result would not be injurious to the Exchequer, since it would 
probably be caused either by a rise of prices in America pulling 
English prices along with them, or by such a revival of trade as 
would increase the demand for money. The first cause would 
send up the American exchange and thus reduce the burden 
of interest payments to the United States, while the second 
would increase the consumption of taxable articles and eventually 
raise the yield of income tax. He added that the Canadian debt 
was practically settled, while the Australian and New Zealand 
debts had been funded with interest at £6 millions a year. A 
substantial portion of the South African debt had been paid off, 
the rest being funded with interest at the rate of half a million 
a year. The Chancellor admitted that in reducing taxes he was 
taking a certain amount of risk, but the risk was worth taking, 
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when trade appeared to be turning. He defended the concession 
to the income-tax payer by pointing out that the direct tax-payer 
had been called upon at one time for 80 per cent. of his year’s 
revenue; so it was just that he should now get some respite. . 
Referring to Mr. Snowden’s attack on the lowered beer duty, he 
asked if Mr. Snowden ‘looked on penal taxation as effecting 
a moral improvement in the State, why is he-going to oppose a 
tax on betting?’ Mr. Baldwin was disappointed at obtaining 
no support from any Labour Member for cheaper beer, recalling 
how vigorously Mr. J. Jones and Mr. W. Thorne had been demand- 
ing a lower beer duty for their constituents. 

Mr. Baldwin then began an elaborate defence of his refusal 
to lower the Sugar Duty. In spite of high prices the consumption 
had risen, since control was taken off in 1922, from between 50 Ib. 
and 60 lb. per head to 75 lb., or only 8 lb. below the 1913 consump- 
tion. Before the War the world production of sugar was 183 million 
tons, European beet accounting for eight millions. In the current 
year the production was put at just under eighteen million tons, 
and stocks were being reduced. European sugar had sunk to 
less than half the pre-war output, whereas the Cuban product, 
under the stimulus of the United States preference, had risen to 
four million tons. Further, American consumption had gone up 
by leaps and bounds, partly owing to an increase of population, 
partly to the demand for alternatives to alcoholic liquors. Hence 
there had been a great rise in the price; fifteen months ago raw 
Cuban sugar sold at 10s. 6d. a ewt.; all through 1922 the price 
crept up till in January 1923 it reached 17s. 6d. Then, ‘ when it 
became obvious that the Cuban crop was going to be far below 
the estimate, prices began to move up strongly, until yester- 
day the price was 30s, 3d. per ewt.’ Since there would be a 
natural shortage this year, the slightest increase might easily 
cause a panic; the Manchester Guardian Commercial had just 
said that * a lowering of the duty is therefore unlikely to benefit 
anybody but the Cubans for some time to come’. However, the 
high prices had encouraged larger beet sowings on the Continent 
and in the United States, so that next year the price of sugar 
should be lower, ‘ and when this happens, that will be the time 
to reduce the duty’. 
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Answering Sir A. Mond, Mr. Baldwin pointed out that the gilt- 
edged securities now being redeemed were the short-term War 
Bonds, which were held either by people who had saved during 
the War and would reinvest the money when they got it back, or 
by industrial corporations who had bought them for reserve funds 
so that the money would go straight back to trade. He countered 
Mr. Hilton Young’s criticisms by two apposite and humorous 
quotations from Mr. Young’s own book. In defence of his 
sinking fund policy he pointed out that Treasury Bills could now 
be floated at under 24 per cent., whereas in Paris the rate was 4 per 
cent. Still circumstances had changed since Mr. Chamberlain 
had talked about £100 millions a year for debt reduction. 
Securities had risen in price and there was no need to provide 
the £32 millions as in 1920-1 for the Depreciation Fund attached 
to the war loans of 1917, nor was there the same amount of 
securities proffered for Death Duties and E.P.D. 

Colonel Stephenson was disappointed over the remission of 
taxation, though he agreed with the Sinking Fund proposal ;_ in 
fact the cost of government remained abnormally high. He 
quoted Mr. Gladstone on the ‘ spirit of expenditure’ which follows 
war, and wanted a return to Gladstonian finance. The Govern- 
ment, he added, ought to have asked the French and Italian 
Governments to fund their debts to us. 

On the Tea Duty Resolution (23rd April) the Independent 
Liberals had an amendment to substitute fivepence for eight- 
pence; Mr. Pringle and others argued that a reduction in this 
duty would be more generally useful than a lower beer duty. 
It was levied not in proportion to the tax-payer’s ability to pay 
but in proportion to his necessity ; as Mr. Lees-Smith said, * the 
larger the family the greater the consumption of tea and therefore 
the larger the tax that was paid’. Hence both the tea and 
sugar taxes were indefensible. On the other side it was urged that 
all heavy taxation through its effect on trade tends to injure the 
poor man, and that high direct taxation creates unemployment. 
Mr. Mosley replied that the other great period of unemployment 
followed the Napoleonic wars, when we had a most comprehensive 
system of indirect taxation and practically no direct taxation. 
As wages were now largely based on the cost of living, any tax 
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which made the cost of living rise must raise the cost of 
production. 

Mr. Charleton put in a special plea for night workers such as 
signalmen and other railway workers, who wanted tea because 
it kept them awake. Dr. Chapple wanted a concession on tea 
because it would be ‘ a concession to the home’, and Mr. March 
wanted it for the benefit of old-age pensioners: As a representa- 
tive of transport workers Mr. March believed that they would 
prefer a reduction on tea and sugar to one on beer. From the ~ 
Scottish point of view Mr. Hogge resented the reduction in beer 
duty because Scotsmen drank whisky and not beer. As an alterna- 
tive source of revenue Mr. Jenkins suggested an export duty on 
Scotch whisky, which might bring in £5 millions a year. Mrs. Win- 
tringham argued that if there had been more women in the House 
there would certainly have been some remission in the food taxes. 
The amendment was lost by 257 votes to 179, a comparatively 
small majority. 

Then Colonel Guest attacked the Beer Duty by proposing to 
make the rebate allowed to the brewers 16s. instead of 20s. ; 
in support he quoted the large profits made by brewing companies 
during recent years, especially by Messrs. Guinness’s, asserting 
that the profits of the brewing trade were less than £10 millions 
in 1913 and more than £17 millions in 1921-2, hence it could 
afford to bear a larger proportion of the lowered retail price. 

Colonel Croft replied that the vast majority of breweries were 
paying no dividend in 1913, so that the comparison was unfair. 
Commander Kenworthy and Mr. R. Richardson maintained that 
the working classes were unfairly penalized by the Beer Duty ; 
the dock labourers of Hull had demanded a lower price for beer, 
and 75 per cent. of the miners (Mr. Richardson’s constituents) 
drank beer. In support of the Government, Commander Bellairs 
quoted Bismarck’s saying that ‘a nation of beer drinkers is a 
contented nation’. 

Speaking for the Temperance Party Mr. C. Roberts argued that 
the brewing trade always made a profit out of changes in taxation ; 
as a matter of fact the real tax on the bulk barrel only averaged 
£4 a bulk barrel, since the standard barrel was a fiscal fiction. — 
Apart from the duty, beer was still 100 per cent. above the pre- 
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war price, since at the pre-war price of twopence only one farthing 
represented duty ; under the new proposal the price would be six- 
pence, of which 23d. would be duty. In Mr. H. Young’s opinion 
‘an agreement with the trade before the production of proposals 
on the floor of this House is bad financial practice and contrary 
to the true theory and the essential morals of Parliamentary 
government’. All the raw materials of beer had fallen in price, 
but there had been no corresponding reduction in the price of 
beer ; as Captain Berkeley said, barley had come down from 100s. 
a quarter in 1921 to 45s. with a corresponding reduction in the 
price of hops, and lower wages and railway rates. Sir G. Collins 
asked why the brewing industry should have been singled out to 
increase its turnover at the tax-payer’s expense. Mr. Baldwin 
denied that he had given ‘ any pledge of any kind to reduce any 
form of taxation at the last election’, which was not easy to 
reconcile with Dr. Chapple’s quotation from the Brewers’ Gazette : 
* Beer will certainly be one of the first subjects of taxation to 
come under review.’ Apparently this was the first time since 
1880 (when Mr. Gladstone started it as a substitute for the malt 
tax) that the Beer Duty had been reduced. 

When the Beer Duty Resolution had been carried by 252 votes 
to 165, Mr. W. Graham proposed to reduce the Table-water Duty 
from 2d. a gallon, as proposed by the Chancellor, to ld. He argued 
that the duty had been disappointing, since £2 millions had been 
expected and not much more than £1 million had been obtained ; 
the production of mineral waters had declined by nearly two- 
thirds, and one-third of the employees had been discharged ; the 
raw materials of the industry, especially sugar, were highly taxed. 
In supporting the reduction Mr. Sexton pointed to the great 
diminution in the number of persons employed in the glass bottle 
industry ; at the same time he complained that bottles were being 
imported from the Continent, especially from Czechoslovakia. 
Naturally the Financial Secretary expressed disappointment at the 
scant gratitude evoked by the concession of half the duty, but 
promised that the Chancellor would go into the question again, 
whereupon Mr. Graham withdrew his amendment. 

The duty on dried fruits, and especially on currants, was much 
criticized ; Mr. Barnes pointed out that the consumption of 
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currants had declined while that of more expensive fruits had 
increased. But Major Boyd Carpenter explained that the duty 
on currants had not been changed since 1890, when an agreement 
was made with the Greek Government under which the duty 
of 2s. a ewt. was placed on currants; so Mr. McKenna had not 
been able to vary it. The duties on raisins, figs, and plums would 
only work out at 14d. per head per annum. —. 

More important was the amendment moved by Mr. Sidney 
Webb to leave out the new import duties on motor-cars, &c., 
which had been introduced by Mr. McKenna in 1915 under 
a definite pledge that they would only last for the duration of the 
War; Mr. Bonar Law had also endorsed this pledge. They were 
introduced, as Mr. Bonwick pointed out, in order to cut down the 
expenditure on imported luxuries and to save shipping space. 
Mr. Baldwin had some difficulty in replying to these contentions, 
though he said that ‘ as far as finance goes we are still in the days 
of war finance’, and added that at the Customs there had been 
no complaint in the last twelve months about these duties, 
* either about the incidence of them or about any trouble in their 
collection ’. 

It may here be mentioned that Mr. Bonar Law, when he 
dissolved Parliament, promised that if he were returned to office 
he would not alter the fiscal system of the country. So long 
therefore as no new duties of a Protectionist or preferential 
character were introduced, Mr. Baldwin as Chancellor of the 
Exchequer might contend that he was under no obligation to 
repeal the McKenna Duties, though this involved the ignoring of 
an old pledge. 

Mr. Baldwin’s Budget came up for Second Reading on 
14th May. 

On behalf of the Labour Party Mr. Snowden moved the 
Opposition amendment, which ran as follows : 


* This House declines to proceed with a Bill which makes no adequate 
provision for the reduction of the National Debt, which gives relief of 
taxation in disproportion to the ability to pay, which makes no reduction 
of the heavy duties on the necessaries of life, and which fails to apportion 
taxation in such a way as to increase the effective purchasing power of 
the people and to stimulate trade and industry.’ 
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The amendment itself was an argument and was notable for 
one omission. It said nothing about the Labour Party’s proposal 
to make a levy on capital for the purpose of reducing the National 
Debt. Mr. Snowden explained that he would say nothing about it 
then, because the Government had offered a day for the exclusive 
discussion of the subject; but, he added, the Labour Party did 
not expect any considerable reduction in taxation so long as it 
was necessary to raise such a large sum every year for interest on 
the National Debt. He agreed with Mr. Baldwin in resisting the 
demands for a suspension of the Sinking Fund; indeed, £50 
millions a year was too small; for if it was not cumulative it. 
would take 150 years to clear off the National Debt. The argu- 
ment that because the debt was large, therefore the provision for 
redeeming it should be small did not impress him. Moreover, 
the accrued premiums on War Bonds and the accrued interest 
on Savings Certificates, which were not included in the figures of 
the National Debt, would add another £100 millions to the total, 
and represented about £20 millions a year, so that the real reduc- 
tion was not £50 millions but £30 millions a year. 

Secondly, the Labour Party thought the relief provided by 
the Budget was given to the wrong people. Mr. Snowden could 
not agree with the case made out for a lower beer duty on the 
ground that beer was an article of general consumption, since 
there were seven millions of pledged abstainers; nor could he 
accept the Chancellor’s defence of the lower income tax on the 
ground that these tax-payers had borne the burden and heat 
of the day during the last two years. He had something to say 
about war profits and about the ‘rich people and war profiteers 
who were permitted to escape taxation during the first two years 
of the War’. Then after expressing the opinion that ‘ if adequate 
taxation had been levied during the first two years of the War, 
the National Debt would have been £3,000 millions less than it 
is to-day’, Mr. Snowden quoted an ex-Chairman of the Board of 
Inland Revenue whose evidence before the Select Committee on 
‘Increases of Wealth during the War’ appeared to show that 


1 This statement is not quite accurate, for the real war taxation began with 
Mr. McKenna’s first Budget fourteen months after the outbreak of war, and the Excess 
Profits Duty was then made retrospective. 
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‘the harassed and over-burdened wealthy income-tax payers... 
managed to make themselves £4,000 millions richer at the end 
of the War’. He might perhaps have added that even if this 
had been true at the time, yet most of the propertied classes were 
much poorer at the end than at the beginning of the War. Allow- 
ing for the depreciation of money and the increase of taxes a man 
with an income of £5,000 a year in 1923 was worse off than one 
with an income of £3,000 a year in 1913. Mr. Snowden complained 
that the income-tax reduction gave relief where it was least 
wanted, e. g. tax-payers with less than £475 a year got an average 
of £3 while the super-tax payer got £150. In the same way the 
smaller investment incomes received more relief than earned 
incomes of the same amount, e.g. a single man earning £250 
would get 22s. 6d. while a similar investment income would get 
28s. 9d. Of course this was bound to happen with a graduated 
and a differentiated income tax, and Mr. Snowden was really 
asking for more graduation and differentiation. Altogether, 
he said, the income-tax payers had obtained relief in two years 
to the extent of £78 millions while indirect taxes had only been 
reduced to the extent of £27 millions. Much had been heard about 
falling profits, but Mr. Snowden quoted from The Economist 
showing that the balance sheets of 406 companies reporting in 
the first three months of 1923 showed profits, after paying deben- 
ture interest and so on, of £41 millions as compared with £28 
millions in 1922, whereas wages, according to the Ministry of 
Labour, had fallen by £700 millions from the highest point, 
three years earlier. When wages were compared with the cost 
of living (as ascertained by the Ministry) the first were found to 
be 70 per cent. above pre-war level and the second 74 per cent. 
above; but in many trades wages were much below this point, 
e. g. engineering fitters were only getting 45 per cent. above the 
pre-war figure, and shipwrights only 18 per cent. There was 
a sharp difference of opinion about the wages of farm labourers, 
Mr. Snowden saying 25s. a week, Sir F. Banbury saying from 
30s. to 40s. ; so Mr. Snowden accepted the figure of 30s. a week 
and said that a farm labourer, even if a non-smoker and a 
teetotaler, would pay at least 1s. 9d. a week in taxation. 
Rejecting the old theory that indirect ought to balance direct 
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taxation he would use taxation as an instrument for social reform ; 
‘ by it you can lessen the spending power of the rich and transfer 
it to those whose reasonable demands are unsatisfied’. There 
was much excitement at this time throughout the country over new 
assessments of houses under Schedule ‘ A’, which would involve 
higher property tax and higher inhabited house duty. Mr. Snow- 
den had no sympathy with landlords or tenants who were escaping 
their fair share of taxation; but he denounced the Inhabited 
House Duty as an ‘ abominable’ tax and ‘a survival of our old 
iniquitous, pernicious system of taxing everything’ A final 
reason for opposing the Budget was that ‘it made no provision 
for any expenditure on much-needed measures of social reform’ ; 
if it was said that the limit of expenditure upon such things as 
better pensions, better education, better housing had been 
reached, Mr. Snowden replied, ‘ It has not been reached, and it 
never will be reached so long as the position of such a vast mass 
of our population remains what it is to-day.’ 

Mr. Wise and Sir A. Mond condemned the sinking fund pro- 
visions, arguing that the right way of meeting the National Debt 
was to increase the wealth of the country, and predicting that in 
a few years the debt charge would take a much smaller proportion 
of the national income, as happened after the Napoleonic wars. 
Sir Alfred also upheld the fallacy that the internal debt is ‘ very 
largely a bogey: it is money which we owe to each other’. In 
support of his pet proposal to borrow part of the cost of war 
pensions he quoted Mr. Bonar Law’s statement (22nd May 1922) : 
‘ British pensions are as much part of the War Debt as any portion 
of the £8,000 millions.’ Sir Alfred met Mr. Baldwin’s argument— 
that a reduction in the Sugar Duty would not give a corresponding 
reduction in price because sugar was in the hands of an American 
ring—by saying, ‘These big corners always fail because they 
produce from other markets supplies of which the speculators 
could never get control.’ 

Sir H. Buckingham declared that ‘ the tax-payer requires pro- 
tection from the Chancellor of the Exchequer’, a sentiment 
endorsed by Mr. Lambert, who doubted whether * the country 


1 Next year, as we shall see, Mr. Snowden had the satisfaction of repealing this 
duty. 
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knew, with anything like accuracy, what taxation it was paying 
on the price of commodities’ as a result of national taxes and local 
rates. Of course distributors added the taxes to prices, but they 
made a profit on the taxes too; that was why the distributing 
trades seemed to be doing so well. If we placed enormous burdens 
of internal taxation and rates on the producers of commodities, 
‘ we shall be hampered in competing in the markets of the world 
against other countries which are more lightly taxed’. But in 
order to secure lower taxation we must have a reduction of public 
expenditure; while the Labour Party was demanding more 
State aid Mr. Lambert argued that this meant more taxation, 
which again meant a greater hampering of our producers; and 
if there was no production then labour would not be employed. 
Mr. Lambert contrasted the expenditure on the fighting forces, 
£145 millions, with the pre-war expenditure of £86 millions. 
The personnel of the Navy had been reduced from 145,000 to less 
than 100,000, yet it was costing £11 millions more; the Army 
had been reduced from 174,000 to 156,000; yet the expenditure 
had gone up from £35 millions to £65 millions ; the Civil Services, 
too, apart from war pensions, required £211 millions instead of 
£55 millions ; * much of what we call social reform to-day is casting 
too great a burden on the tax-payer.’ 

Mr. Harris, raising the question of the inter-Ally debts once 
more, complained that our Government was making no attempt 
to obtain any repayment from France ; indeed, we were ‘ encour- 
aging them in unsound finance’. He calculated that the French 
income tax was bringing in only £44 millions, and taxation per 
head in France was only £9 12s. Od. while in this country it was 
£17 9s. Od. France had shown very little desire for economy 
and was maintaining her army on a war footing ; it was difficult 
for our Government to bring about a real reduction in armaments 
unless France agreed to do the same. 

A reference by Mr. Graham to War Savings Certificates, which 
were wholly exempt from income tax and therefore offered a very 
high yield to tax-payers with substantial incomes, provoked 
a speech from Sir Godfrey Collins, who pointed out that the banks 
were only allowing 14 per cent. on deposit accounts. A policy of 
debt redemption, he said, enabled a Government to borrow at 
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a lower rate of interest; traders were suffering because the 
Government was offering a high rate of interest for a long-dated 
loan. If the Government were able in a year or two to launch 
a new loan at a lower rate, traders would also be able to borrow 
at a lower rate and prices would be lower ; * when prices are lower 
employment will be created.’ Adding £176 millions of local rates 
to the £700 millions raised under the Finance Bill, he calculated 
that ‘ on the average every citizen is working from two to three 
months every year for the purpose of paying the cost of govern- 
ment both for imperial and local purposes ’.1 

Sir Godfrey complained of the increased sum being spent on 
armaments, now that the danger from Germany had been removed ; 
he thought that the Admiralty could save at least £20 millions 
a year if pressed. He reminded the House that every tax-payer 
was now being taxed at a lower rate * because the driving pressure 
of public opinion some two years ago forced the Government of 
the day to curtail the expenditure of every department of the 
State’. 

Sir Godfrey’s calculation that the State took one-fifth of the 
individual’s income struck Mr. Pretyman as an under-statement ; 
for other people had told him that ‘ a man owning land at present 
is lucky to get one-fifth for himself’. Mr. Pretyman went on to 
argue that the working classes suffered more seriously from ‘ super- 
taxation levied in the form of direct taxation upon the industries 
at which they work than they do from indirect taxation’. 

Mr. Clynes regretted that the Government would not adopt 
the Labour Party’s suggestion ‘ to use a very large part of those 
ill-gotten war fortunes’; he did not believe that the War Debt 
would be appreciably lessened out of savings. He opposed the 
Finance Bill because it gave ‘ three-fourths of the relief to the 
class which was in least need of it’, and urged a remission of 
indirect taxes, * because especially of the very severe reductions in 
wages which had been suffered in the last year or two’. Farm 
labourers in Norfolk were getting a weekly wage which was less 


1 Sir Godfrey reckoned the total income of the nation at £3,600 millions. No 
precise figure, of course, can be obtained, but 7’he Economist on 3rd November 1923, 
discussing a calculation in the Westminster Bank’s Review, which reckoned the 1922 
income at nearly £3,500 millions, gave its own estimate of the “ gross national income ’, 
which included £300 millions for War Debt interest, at ‘ not less than £4,300 millions 
for 1923”. 


444. THE ELEVENTH WAR BUDGET, 1923 


than the payments received by thousands of the unemployed. 
Mr. Darbishire hinted that the enormous surplus of the last finan- 
cial year had been foreseen and was intended for electioneering 
purposes. Oddly enough some Members cried, * Oh’, when 
Mr. Darbishire stated the obvious fact that paper money was not 
going out of the country to pay for imports, and there was inter- 
ruption when he said that ‘ you cannot have manufactured goods 
coming into this country unless there are goods going out to pay 
for them’. 

In his reply Mr. Baldwin dealt with the reassessment of 
premises for Schedule * A’, and made some concessions. In answer 
to Mr. Snowden he refused to allocate the Death Duties for the 
purpose of debt redemption, maintaining that there could be 
‘ no specific allocation of any specific tax for any specific purpose ’. 
Referring to the oft-quoted evidence by the ex-Chairman of the 
Board of Inland Revenue purporting to show that income-tax 
payers were £4,000 millions better off at the end of the War than 
they had been at the beginning, the Chancellor said this was an 
increase of one-third and did not counterbalance the fall in the 
purchasing power of money. Mr. Baldwin could not accept 
Mr. Snowden’s principle that, because a number of indirect tax- 
payers were among those less able to bear taxation, therefore 
they should be relieved entirely before any further remission was 
given to the direct tax-payer. Regard must be had not only to 
the ability of the tax-payer to pay, but also to the benefit that 
each class got ; ‘ the indirect tax-payer gets considerable benefits 
from taxation—far more than he pays—in the sums which are 
paid in education, insurance, unemployment, and the various 
services which the tax-payer bears.’ 

Answering Sir A. Mond’s objections to debt redemption, 
Mr. Baldwin said that in any big business which had a large issue 
of debentures ‘ surely one of the most important things is to see 
that you have your proper fund for the redemption of those 
debentures when their term is up’ ; such a fund was really a prior 
charge, ‘a charge that no company would think of intermitting, 
even if it paid no dividend’. The large balances of unpaid 
income tax and super-tax which had appeared in recent accounts 
were not the result of jugglery, ‘ because you can only juggle with 
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them by suspending collection, and that is perfectly impossible 
in practice’. Referring to sugar he argued once more that, 
because the supply was barely equal to the demand, ‘ the dealers in 
that commodity have the market in their hands’. As for the 
calculation that £40 millions out of £73 millions might be saved 
by ‘ funding’ war pensions, Mr. Baldwin had had his own calcula- 
tions made. He found that at the lowest rate and longest term 
(4 per cent. and 50 years) ‘the equated annual charge would 
be £42 millions ’, and at the more reasonable period of thirty years 
the figure would be £52 millions. Since the Sinking Fund provision 
of £40 millions was nearly all statutory, or connected with the 
American debt, the Chancellor would have to borrow in order 
to ‘fund’ pensions; and if he remitted say ls. in income tax 
he would find himself about £85 millions short next year. More- 
over, this borrowing would raise the rate of interest against the 
Government and depress the price of securities, and if you brought 
down the War Loan below 95 again ‘ you would at once let yourself 
in for £32 millions a year more of statutory sinking funds which 
you would either have to find out of taxes or by borrowing’. At 
the same time, * with the fall which would naturally occur 
sympathetically in Victory Bonds and short-time bonds, such as 
are tendered for death duties, you very quickly come back to 
having to find £40 millions a year’. A policy of borrowing would 
lead straight to disaster, and would give the Labour Party a very 
strong argument for their proposed levy on capital when they saw 
the National Debt going up by leaps and bounds. 

A scheme for funding pensions was started in 1822 and 
given up in 1828, ‘not by the Minister, but on the report of 
a Select Committee’. Between 1830 and 1840 there were several 
deficits in the Budget ; but Peel restored the financial stability 
of the country by balancing the Budget and renewing the Income 
Tax. Thereby he was able to convert the debt to a lower rate of 
interest. In the United States after the Civil War the Federal 
Government paid off £340 millions of debt in thirty years, relieved 
their Budget by £22 millions, and replaced their 5 per cent. and 
6 per cent. Bonds by Bonds at 43 per cent. and even at 3} per cent. 
In essence State credit was exactly the same as the credit of 
an individual. The Labour Party’s amendment was then rejected 
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by 271 votes to 157, and the Finance Bill was read a second 
time. ba 
On 11th June Mr. Baldwin moved a Financial Resolution 
which altered Sir Stafford Northcote’s Act of 1875, and introduced 
a new sinking fund, fixing the amount at £40 millions in the 
current year, £45 millions in the next year, and £50 millions in 
subsequent years. This started an interesting~ discussion on the 
problem of the War Debt. For the Labour Party Mr. Lees-Smith 
declared the proposed sinking fund totally inadequate, and 
quoted statements made by Mr. A. Chamberlain and Sir R. Horne, 
when they were Chancellors of the Exchequer, to the effect that | 
£100 millions ought to be set aside as a sinking fund. Then he 
argued that the Northcote plan was sounder, since it set up 
a cumulative fund, which was to increase year by year as the 
National Debt was diminished. Mr. Baldwin’s fund would take 
150 years to pay off the debt. On the other hand, Mr. Milton 
Young objected to the scheme, because he thought the provision 
for debt redemption excessive at a time * when the industries of 
the country are over-burdened with taxation’, and when it was 
important to leave ‘the funds for remvestment big enough to 
support the industries of the country in a prosperous condition ’.: 
Only £30 millions, he said, were required for obligatory sinking 
funds, and the balance of ten millions should have been used to 
lower the sugar tax. He doubted the wisdom of making a fixed 
allocation for the Sinking Fund, because no one could know in 
advance what would be wanted under the various statutory funds 
attached to war loans. Then, again, it would be bad for the 
Government’s credit to reduce the Sinking Fund after having 
made a fixed provision. 

Mr. Hopkinson could not agree with the late Financial 
Secretary in thinking that industry would be helped more by 
lower taxation than by a large redemption of debt ; he maintained 
that the Chancellor could assist industry in one way only—by 
a reduction of Government expenditure. A fixed charge for 
a sinking fund raised the credit of the State and reduced interest 
rates. A similar view was expressed by Mr. Mosley, who argued 
that money devoted to debt redemption came back to industry. 
Nothing, he thought, was more likely to depreciate the 1917 loans 
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and thereby set the depreciation funds at work than a reduction 
of the Sinking Fund. Mr. A. M. Samuel argued that a steady 
reduction of debt would lower both our interest commitments 
and our capital liabilities, thereby relieving the tax-payer ; 
finally we should be able to convert £2,000 millions of 5 per cent. - 
War Loan ‘ by floating a loan at 34 per cent. at over 90’. Conver- 
sion to lower rates of interest could only be ensured ‘ by constant 
debt reduction, by driving the people’s money out of short-dated 
paper into longer-dated paper, and so increasing the market 
value of long-dated paper’. It might be possible to save £130 
millions a year in the debt charge, and this, capitalized, would 
equal the £3,000 millions which the Labour Party proposed to 
cancel by its levy on capital. Further, the redemption policy 
made money cheap for manufacturers, and allowed them to put 
up factories. Again, foreign governments came here because we 
could lend money at a cheaper rate: ‘ We have made our export 
trade on cheap money lent to our Colonies and foreigners.’ In 
the past we had lent money to build the railways of North and 
South America, and to develop the raw materials of the world. 
‘Every investment we have made abroad has brought trade to 
us, and thus helped us and our working people with work and 
- cheaper food’; consequently, said Mr. Samuel, ‘I as a manu- 
facturer am willing to let my income tax remain high for a while.’ 

Mr. Wise was not so sure about saving interest through the 
conversion into long-dated loans, because the Government was 
borrowing by Treasury Bills extremely cheaply, at about 2 per 
cent. Mr. Pringle suggested something between £70 millions and 
£85 millions as the figure for the Sinking Fund in normal condi- 
tions. Mr. Asquith agreed with the Treasury’s policy and thought 
the reduction of the Floating Debt below £800 millions satis- 
factory ; but he doubted whether the House should lay down in 
advance the reductions to be made in subsequent years. In 
a brief reply Sir W. Joynson-Hicks mentioned that the American 
debt payments would be made in accordance with the terms of 
Mr. Baldwin’s agreement, and the Government would not exercise 
its option to fund one-half of the interest. 

In Committee (llth June) on the Tea Duty Mr. Bonwick 
-moved to leave out the Preference given to Indian tea since the 
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Finance Act, 1919; he asked whether there had been any increase 
in the imports of commodities to which Preference applied and 
whether there had been any lowering of the price. Mr. Remer 
affirmed that ‘ unless we have a business association with our 
Empire the Colonies will want to separate themselves from our 
country and our Empire’. He believed that Preference would 
lead to absolute free trade within the Empire. Colonel Croft 
said that there had been a great increase in trade with the 
Dominions since Preference was granted. In Dr. Chapple’s 
opinion those who advocated Preference here did so because they 
wanted protective duties; he thought we gave the Dominions 
a sufficient advantage by supplying them with cheap money. 
‘ But we give them something even more important, and that is 
free and open markets.’ | 

On the Government side Sir W. Joynson-Hicks stated that 
since the grant of Preference ‘the production of Empire cocoa 
imported into this country was increased from 50 per cent. to 
90 per cent.’ Turning to dried fruit he said that the importation 
of Empire raisins had risen from 2 per cent. to 17 per cent. Some 
laughter arose when Sir William repeated Mr. A. Chamberlain’s 
declaration that Colonial Preference was ‘ desirable as a spiritual 
recognition of a spiritual unity’. 

After several Labour Members had denounced indirect taxes 
and declared for a free breakfast table, the Solicitor-General, Sir 
T. Inskip, replied that if you were to have indirect taxation at 
all, “ you must have one or two articles which are necessaries of 
life’ ; an ad valorem duty might be better in principle but could 
not be applied without great difficulty. On a division Mr. John- 
ston’s amendment was rejected by 232 votes to 160, and then 
Mr. Adamson’s proposal to halve the Tea Duty was rejected by 
a similar majority. 

An amendment to the Beer Duty was aimed at brewery profits. 
In seconding the amendment Lady Astor quoted the Financial 
Secretary of the Treasury as saying that the brewers’ profits 
were £9-9 millions in 1913-14 and no less than £17-5 millions in 
1921-2. Mr. C. Roberts thought that the Prime Minister was 
carrying out an election pledge, and feared that the lower price 
of beer would lead to increased consumption and more drunken- 
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ness. The Government ought to have secured some of the profits 
of the trade by means of licence duties, since an increased licence 
duty could not be passed on to the consumer as easily as a tax 
on beer. 

On behalf of the brewers Mr. Gates took the quoted figures of 
pre-war and post-war profits. Deducting £580,000 for income- 
tax from the first he reached the total of £9,390,000. Then for 
1921-2 income tax at 6s. and excess profits duty at 60 per cent. 
left the shareholders with only £8,925,000; meanwhile the 
Exchequer was taking an extra £110 millions from the increased 
taxation of the beer itself. He made a good debating point by 
observing that the Government owned breweries in Carlisle, and 
therefore could have reduced the retail price if the financial posi- 
tion had permitted. Mr. Gates further argued that the brewers 
had given the public the full value of cheaper materials by raising 
the specific gravity by from 4 to 44 degrees in the better beer, 
each degree cost nearly 2s. 6d. Under the Food Controller’s 
orders the gravity had been increased when Mr. Chamberlain 
added the 30s., and whereas in 1919-20 the excise collected 40s. 
on every bulk barrel, in 1922-3 the amount collected was 80s. 
a barrel. 

Mr. Hayday thought that the amendment was being urged 
as a step towards prohibition, whereupon Lady Astor interjected, 
* Booh !’ but he maintained that the workers as a whole demanded 
‘ a cheaper beer, and not a beer of less gravity, but a beer of much 
higher gravity’. He represented a large number of brewery 
workers, who were members of his trade union; their wages were 
‘at least 200 per cent. better than before the War’. As a pro- 
fessed prohibitionist Mr. Scrymgeour admitted that the retailers 
had a most difficult task, but he could not support Mr. Roberts’s 
demand for higher licence duties, since most temperance bodies 
condemned ‘high licence’; in fact he did not like regulating 
and taxing a demoralizing trade. Commander Wedgwood referred 
to the increased profits of brewery companies, and asked the 
Chancellor to drive a hard bargain with so prosperous a trade. 
In reply the Prime Minister argued that every tax that had been 
raised to a great height during the War deserved fair considera- 
tion when opportunity allowed ; in the case of the Beer Duty, if 
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the reduction had been a fixture per standard barrel, ‘ it would 
have been probably impossible to have insured by any means 
an adequate reduction in the price to the consumer’, hence he 
had either to go back to the strictest system of control or to make 
a friendly agreement with the brewers. He was getting more 
than £5 millions a year from the trade under the agreement, and 
though some breweries could have afforded to~pay more, others, 
especially those which brewed the cheapest kind of beer, could 
not have afforded it. Mr. Baldwin reckoned the brewery profits 
for 1921-2 (£17 millions) ‘ at about 11s. 8d. a barrel on the existing 
output ; the amount I have received is 4s.; an overhead sur- 
render of a very fair sum’. Mrs. Wintringham thought that 
working women would have preferred some other reduction, 
but Mr. R. Richardson recalled his own election promise that he 
would seek to cheapen the beer to the workers. 

On the clause which halved the duty on certain table waters 
Mr. Ammon protested that no trade in the country was so heavily 
taxed as the trade in sweetened mineral waters; the estimated 
revenue from the tax had not been reached by one-half, and the 
output of the trade had declined by no less than 63 per cent. 
Sugar, an important ingredient, was taxed tremendously, as were 
the spirits required to make essences soluble. The mineral-water 
trade was the only industry in his constituency (Bermondsey), 
‘with the result that we have whole streets of poor people who 
have been unemployed for a very long time’. The reduction was 
too small to be passed on to the consumer, and would open the 
way to undercutting by makers of beverage powders, crystals, 
and by soda-water fountains. 

The Financial Secretary explained that the Sugar Duty came 
to about 2d. a gallon on sweetened water, and he could not agree 
to any further remission. When trade generally was good two 
years earlier sweetened waters could be sold at double the present 
price; between 1918-19 and 1922-3 the mineral-water trade fell 
from 65 million gallons to 30 million gallons, though the tax was 
the same. Before these duties were put on ‘ there were constant 
complaints that the teetotaler did not pay his share of taxation’. 
Major Burney made a good point by recounting how he went 
round shops in his own constituency and found that the tax 
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came to about 2s. 6d. a month; ‘ Does it pay the Government to 
send an exciseman round these coffee shops to get 2s. 6d.? All 
these taxes are absurd.’ Colonel Nall, too, regretted that the 
opportunity had not been taken ‘ to abolish this quite small and 
pettifogging duty altogether’. Finally, Sir W. Joynson-Hicks 
promised to reconsider the whole tax. Mr. Peto wanted to 
exclude from the tax ‘plain spring water which is not either 
naturally or artificially aerated, and which has not undergone any 
process of manufacture’. He mentioned the case of a mineral 
spring where the business had been reduced to one-quarter since 
the duty was put on. 

One of the war taxes, the Entertainments Duty, was a subject 
of much discussion in Committee on 18th June, when attempts 
were made without success to abolish it, to lower it, and to exempt 
entertainments on behalf of charities. Commander Kenworthy 
maintained that it was unwise to tax the people’s amusements ; 
he pleaded in particular for the cinemas, which were doing badly 
in the north of England, and were closing in large numbers. 
Mr. Hemmerde declared that the tax took from 134 to 16 per cent. 
of the gross receipts of London theatres. Sir A. Butt gave figures 
to show the falling off in admission in thirty-nine London theatres 
between 1920 and 1922—in the first year 26 million people paid 
£1,745,000, in the last year 19-5 millions paid £1,266,000. Com- 
mander Hilton Young thought the tax bad in principle: ‘ We 
have one large, fair, inclusive income tax ; if we want money, let 
us raise it by that.’ Mr. R. Young said he was one of 430 members 
who had promised at the recent election to support the repeal or 
lowering of the duty. But if so this phalanx did not carry its 
promises into the division lobby. On behalf of the Government 
Sir W. Joynson-Hicks replied that the trade depression accounted 
for the lower profits of theatres and cinemas, but another cause 
was the high rate of salary paid to film stars. He promised that 
the claims of these ‘industries’ should receive careful con- 
sideration ‘ as soon as there is money available’. A new clause 
exempting agricultural shows was accepted in principle. 

On the Income Tax clause on the following day Mr. T. Smith. 
and Mr. Lees-Smith tried to double the differentiation between 
‘earned’ and investment incomes by making the allowance 
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one-fifth instead of one-tenth. Mr. Lees-Smith argued that 
a tax-payer getting £450 a year from war loan could pay more 
easily than a man earning a salary of £500; the pre-war differen- 
tiation was as much as 25 per cent., and at the end of the War it 
was even higher at one point. The 10 per cent. differentiation 
was based on a recommendation made hastily by the Royal 
Commission at the end of the discussion when Mr. A. Chamberlain, 
as Chancellor, was pressing for the report. Sir W. Joynson-Hicks, 
however, quoted a sentence from that report which said, * A new 
line of graduation, once fixed, should not be liable to constant or 
partial alteration’; all the various amendments proposed would 
mean a loss of £30 millions a year; he begged the House not to 
‘tinker with the present scheme’. 

After a cordial tribute to the Royal Commission Mr. Austen 
Chamberlain deprecated small amendments which would ‘ destroy 
the whole basic work of the Royal Commission’. Sir Godfrey 
Collins contrasted the Income Tax here with that in the United 
States, pointing out that our taxation was much heavier on the 
smaller incomes. Mr. Snowden proposed to make the tax on the 
first £225 of taxable income one-third instead of one-half, and to 
make the rate on the next £200 two-thirds of the standard rate. 
* The real purpose of my proposal,’ he said, ‘ is to relieve people 
with the lower grades of income.’ 

Sir W. Bull and Mr. Pretyman had a new clause to get rid of 
a survival of the 1909 land taxes, which, they said, meant an 
immense amount of legal work, and imposed a cost of half a 
million a year on people who transferred property ; but it brought 
in nothing to the Government. Sir W. Joynson-Hicks pointed 
out that a departmental committee at the Treasury was now 
considering the question of the Land Valuation Department. 
Labour Members defended the department; but on a division 
the clause passed its second reading by 195 votes to 126, members 
of the Government abstaining. 

On the report stage (2nd July) Sir W. Joynson-Hicks brought 
in a new clause giving relief from Entertainments Duty in the 
case of societies which were not conducted for profit, or which 
promoted ‘the interest of any industry, art, or the public health. 
Some reductions were also granted to income-tax-payers in 
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respect of repairs to house property, and the Inhabited House Duty 
was also lowered.! 

In 1921 the United States had offered exemption from income 
tax to the shipping of any country which would grant equivalent 
exemption. Sir W. Joynson-Hicks introduced a new clause giving 
the Government power to make an Order in Council, after negotia- 
tion with any foreign country, whereby the shipping of that 
country would be exempted from our income tax. Mr. Graham 
complained of a clause of such importance being introduced on 
the report stage, and Sir William, while admitting that this was 
a new principle in financial legislation, explained that it was 
‘ highly desirable to take every possible step we can to get rid 
of this very troublesome system of double taxation’. The clause 
was generally supported and added to the Bill. 

Wound and disability pensions were exempt from income tax ; 
Mr. Lawson moved that the pensions of widows whose husbands 
had been killed in the War should also be exempt. The proposal 
was warmly supported and the Government was urged to take off 
the Whips. Although he had voted for a similar proposal a year 
earlier the Financial Secretary now had to oppose it, on the 
ground that it would cut into the whole system of income-tax 
legislation, and the clause was rejected. 

On 3rd July Mr. Ede proposed to exempt cinematograph films 
of an educational character from the McKenna Duties, but the 
Financial Secretary opposed on the ground of impracticability. 
Some Members opposed because of the effect of the cinema on 

eyesight, an argument which provoked Captain W. Benn to 
observe that if the Members had sat in the House in the days of 
Caxton * they would have made an energetic protest against the 
introduction of printing on the ground that it would injure the 
sight of those who learned perfectly well by word of mouth’. 

Sir G. Collins then strongly opposed the new clause abolishing 
the Land Valuation Department, and quoted from Mr. Chamber- 
lain’s Budget speech on 19th April 1920, when the then Chancellor 
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laid great stress on the value of the department. Of course form- 
filling cost landowners time and trouble, but so did other taxation, 
e.g. income tax. Even the Financial Secretary thought that the 
information acquired by the Land Valuation Department was 
valuable; in 1920 the Minister of Health estimated the saving 
made in the purchase of land by local authorities through the 
assistance of the L.V.D. at £14 millions. Mr. Pringle pointed out 
that the department had statutory duties under the Acquisition 
of Land Act, 1919, and members of the late Government had 
testified to the value of its work. Sir W. Bull argued that the 
department cost landowners half a million a year in fees to 
solicitors ; moreover, it made the transfer of land more expensive. 
After a very long discussion the clause was passed by 260 votes 
to 167. 

When the Finance Bill came up for the Third Reading on 
4th July Mr. Snowden moved the rejection, and repeated some of 
the arguments which he had used against the Second Reading. 
If the amendments moved by the Labour Party had been accepted 
a larger proportion of the tax reductions would have gone to tax- 
payers with the smaller incomes, who felt the burden of taxation 
most acutely. He maintained that the working classes were con- 
tributing more to the expenses of the country than the income-tax 
paying class; the amount of indirect taxation was about £250 
millions, and ‘ it is generally assumed that four-fifths of the total 
receipts from Customs and Excise are paid by people outside the 
income-tax paying class ’. 

Turning to the Sugar Duty, which Mr. Baldwin had neglected 
in favour of beer, Mr. Snowden said that if the choice had been left 
with the Labour Party they would unhesitatingly have chosen 
sugar. He referred to the Chancellor’s ‘ extraordinary plea’ 
that in view of the present state of the sugar market a reduction 
of the duty would not benefit the consumer ; a lower sugar duty 
would have stimulated trade, but a lowered income tax could not, 
since the amount remitted, Mr. Snowden declared, would be spent 
on luxury. Only one Labour amendment had been accepted, 
that dealing with the Inhabited House Duty, which ought to have 
been swept away long ago; the Entertainments’ Duty should also 
be abolished ; he had opposed it when it was first introduced. 
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In conclusion Mr. Snowden said that the Labour Party opposed 
the Finance Bill ‘ because it is a rich man’s Budget’. Mr. Hardie 
seconded the amendment, saying that the Bill was ‘ a rich man’s 
treasure hunt ; he has been out hunting ever since this Bill came 
in. He has been hunting down the poor man with his taxes on 
tea, sugar, coffee, and entertainments.’ He quoted figures showing 
the large sums spent by the Glasgow Corporation in purchasing 
for housing schemes land which was rated at a small valuation. 

Mr. Wise, who was otherwise fairly pleased with the Budget, 
regretted that the Sinking Fund was to be increased by £5 millions 
a year and then by £10 millions, since these sums would have been 
usefully employed in industry. Commander Hilton Young pro- 
claimed himself a member of the ‘ non-flation’ school. ‘ We had 
better’, he said, * neither deflate nor inflate, but leave things as 
they are in order to stabilize the currency and prices and 
exchanges.’ No doubt the ultimate aim was a return to the gold 
standard; ‘but that must be a gradual process.’ Sir Edwin 
Stockton, a Conservative free trader, thanked the Chancellor for 
halving the Corporation Profits Tax, and said, ‘ I do not remember 
a Budget which has met with such hearty approval as has been 
accorded to this Budget’. 

Totally inadequate provision for debt redemption was the 
burden of Mr. Lees-Smith’s complaint; the poor had got £16 
millions off the Beer Duty, but £38 millions had been taken off 
the Income and the Corporation Profits Taxes. We were paying 
to-day for the battle of Waterloo, so that if we relied on the Sinking 
Fund we should, after centuries, still be paying for Gallipoli and 
the Somme. Commander Kenworthy welcomed the settlement 
of our war debt to the United States Government, but wondered 
whether the inflated prices of munitions could not be discussed ; 
‘the point is whether we cannot come to some bargain in the 
matter.’ The suggestion was that the United States lent not gold 
but commodities and munitions at inflated war prices. Therefore 
the gold debt should be scaled down. 

Mr. Harris considered that only the landed interest had got 
any concession during the debates on the Finance Bill. Turning 
to the question of the Air Force, Mr. Harris regarded the increased 
expenditure on it as ‘ a very serious contingency’ ; he hoped that 
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the Prime Minister would take a strong line with regard to the 
French Government, which had refused to come into line under 
the Washington Conference. It was to this that he attributed the 
fact that our expenditure on armaments was still on a larger scale 
than before the War. 

Replying for the Government Sir W. Joynson-Hicks dealt with 
the criticism of Mr. Snowden and Mr. Lees-Smith. It had been 
said that a great deal of the taxation went back to the wealthy 
classes in the form of interest on war loans; a very much larger 
proportion of the expenditure, he maintained, went back to the 
working classes in the form of War Pensions, Old Age Pensions, 
Education, or Health and Unemployment Insurance. Referring 
to the complaint that beer had been favoured at the expense of 
sugar, he affirmed that if the working classes were polled they 
would prefer a reduction of the Beer Duty to a reduction of the 
Sugar Duty. Answering Mr. Hilton Young’s remark on monetary 
policy he said that our object was to keep on a level keel. He 
warned the House that the closest economy was essential during 
the coming years because in 1924-5 the ‘ special receipts, which 
were estimated to bring in £40 millions during the current year, 
would probably come to an end. 

Mr. A. V. Alexander returned to his attack on the Sugar 
Duties, saying that these taxes were not for revenue purposes 
but were of a discriminating, protective character. ‘ You have 
considerable preference shown in the duties to the West Indies 
and you have now protection for the home sugar-beet industry. .. . 
We paid West Indian sugar last year a concealed subsidy of 
4s. 25d. a cwt., which cost the working-class consumers of this 
country £1,750,000. This did not reduce the price but merely 
affected adversely employment in the refining industry; the 
preference created unemployment. The total repeal of the 
preference on home-grown beet sugar ought to be considered. 
‘In the case of the two factories at Kelham and Cantley you are 
giving a rebate which amounts to a subsidy of £25 13s. 4d. on every 
ton of sugar produced there ; yet not one penny of that goes to 
reduce the price to the consumer.’ 

In a speech which caused much annoyance to total abstainers 
throughout the country Sir Sidney Russel-Wells, Member for 
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London University, defended the Budget, declaring that tea 
was purely a drug without any food value, whereas there was 
considerable nutriment in a glass of beer. Sugar was not a 
necessity but a luxury; in general the Chancellor had struck 
a very fair proportion between direct and indirect taxation. 

Winding up the debate Mr. Baldwin, now both Prime Minister 
and Chancellor of the Exchequer, apologized to the House for his 
absence during many of the discussions owing to the fact that he 
held two offices. 

On the Sugar Duty he repeated his previous argtiments. While 
he would have been delighted to lower the duty he maintained 
that the margin of sugar production was so small, and market 
conditions so correspondingly sensitive, that if he had reduced 
the duty the increased demand, ‘ having regard to the small 
margin and the immediate prospect of the sugar crop, would have 
sent up prices far in excess of anything that would have been 
warranted by the actual demand itself’. Answering Mr. Alexan- 
der’s complaint that the duty was not only preferential but also 
protective in favour of home-grown sugar, Mr. Baldwin admitted 
the fact and defended the protection because it increased the sugar 
production of the world and encouraged the home industry. 
He also admitted that the preference to Empire sugar acted as 
a subsidy to producers and did not benefit the consumer ‘ very 
much’. ‘ But surely the primary object of Preference on sugar 
was to increase the area of sugar plantation and increase the 
growth of sugar throughout the world.’ 

Mr. Hilton Young had asked whether the Government were 
deflationists, inflationists, or ‘non-flationists’; Mr. Baldwin 
‘could not help thinking that a better word than non-fiationists 
would be the American word ‘mugwump’. He thought that 
‘ the right policy for this country at the present moment is to do 
all in our power to keep prices steady and on a level’. 

Turning to the question of the American debt, he recalled 
that on the 9th February 1922 the American Congress had passed 
an Act laying down that the foreign debts owing to the United 
States should be funded at not less than 44 per cent. with a 
maturity of not more than twenty-five years. *'Those were very 
stringent terms’, and, including sinking fund, would amount to 
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something like 64 per cent. per annum. During his negotiations 
in America he found a disposition on the part of the American 
Debt Commission to recommend less stringent terms to Congress. 
‘ We finally arrived at a provisional agreement, which was subse- 
quently agreed to by the British Government, that the loan 
should be one for sixty-two years, that the rate of interest should 
be 3 per cent. from 1923 to the end of 1932, and 33 per cent. after 
that date for the rest of the term; and that in addition there 
should be § per cent. for amortization.’ There were two important 
concessions, the first that if it should be for our convenience, the 
half year’s payment in any year might be postponed in any year 
and the amount funded and added to the principal, the second 
that U.S. Government Bonds issued since 6th of April 1917 could 
be bought and tendered in payment at par plus accrued interest. 

One Member had asked whether a large amount of the debt 
had not been incurred at inflated prices. Mr. Baldwin agreed 
that this unfortunately was the case; but he believed it to be 
beyond the wit of man to devise an estimate of what should be 
allowed for such inflation ; it was also true that the cost of pegging 
the exchanges was mainly provided on this side. Referring to 
other Allied debts, Mr. Baldwin repeated his statement ‘ that 
those who owe us money owe us still; in other words we are 
the creditor and they are the debtor. The offer which was made 
in January, and which was not accepted, has left our hands 
perfectly free to deal with these matters as we may deem best.’ 

Reverting to the American debt terms, Mr. Baldwin urged two 
further points; firstly, that as business terms they were fair 
and honest, and secondly, that if the debt had not been funded 
we should have been liable to pay 5 per cent. for interest alone. 
He believed that this settlement was the first step towards the 
settlement of the world problem, and that it would pave the way 
to a better understanding and co-operation between the two 
countries. Unluckily the other Allied Governments took a very 
different view of their liabilities; and the U.S.A. Government 
after a time began to grant them much more favourable terms 
than those negotiated with Mr. Baldwin. After the amendment 
had been defeated by 249 votes to 145, the Finance Bill was read 
a third time and passed. 
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Comment on the 1923 Budget 


No Budget since the beginning of the War was better received 
in the City. Business men had got the Corporation Profits Tax 
abolished; and although they only got half their demand of 
a shilling off the Income Tax they were not dissatisfied. Moreover, 
now that provision was made for a full year’s interest on the 
American debt, it appeared that Great Britain at any rate could 
both balance its Budget and reduce taxation. On the Stock 
Exchange investment stocks of all kinds had been rising for some 
time in anticipation of lower taxes, and as soon as the Income 
Tax and Corporation Tax concessions were known there was 
a further rise in these stocks, and the upward movement con- 
tinued for some weeks. It seemed clear that if debt redemption 
continued on so large a scale the market value of Government 
stocks must continue to rise, and that those which were redeemable 
in a short time at the option of the Government would be ‘ con- 
verted’ into stock paying a lower rate of interest without the 
disastrous addition to capital liability involved in Mr. Chamber- 
lain’s Conversion Loan. During the past year the amount 
actually paid as interest on the National Debt was only £3024 
millions as compared with an estimate of £335 millions, both 
figures including the first payment of interest on the American 
debt. 

Critics, of course, were not wanting ; some of the Chancellor’s 
colleagues in the late Government complained that too much had 
been, and was still being, devoted to debt redemption, when our 
depressed trade might have been stimulated by lower taxes. 
All the Opposition Parties united in criticizing Mr. Baldwin’s 
plan of placating the working class tax-payer by giving him lower 
taxes on beer, cider, and table waters ; they would have preferred 
a reduction of the sugar tax or other ‘ breakfast table’ taxes. 
Everybody welcomed the moderate reduction in postal rates and 
telephone charges. 


CHAPTER Ix 
THE TWELFTH WAR BUDGET, 1924 


On 29th April 1924 Mr. Philip Snowden, the first Labour 
Chancellor of the Exchequer, opened his Budget with the modest 
admission that he was the first man, in this generation at least, 
who had taken on the responsibility of the Exchequer without 
previous ministerial experience. Moreover, he was handicapped 
by the fact that he had entered office only a few weeks before the 
end of the financial year, so that in a large measure he had had to 
accept estimates not framed under his own supervision. Fortun- 
ately the accounts of the past financial year showed a realized 
surplus of £48-3 millions. Mr. Snowden was careful to point 
out that the large surpluses of recent years had not been deliber- 
ately designed. Owing to the dislocation caused by the War it had 
been difficult to estimate income and expenditure, but the diffi- 
culty was gradually disappearing. Last year’s surplus, which had 
gone automatically to the repayment of debt, was due to an 
excess revenue of £18} millions, and a reduced expenditure of 
£272 millions. Northern Ireland obtained an extra million, and 
the Road Fund received £14 millions instead of the estimated 
£12,650,000. The Supply Services spent less than was expected, 
taking £405-8 millions against the Budget estimate of £436 mil- 
lions, to which supplementary estimates had added £13 millions. 
All the fighting services showed a reduction, as follows : 


Estimate Expenditure 
Anny? 7. , 3 : 52,000,000 43,500,000 
Navy . : : : 58,000,000 52,500,000 
Air Force , : : 12,000,000 9,500,000 


These savings were due to ‘ many causes—fall in prices, delay in 
commencing works, services and war reinstatements, slow recruit- 
ing, changes in the programme with regard to the naval base 
at Singapore and to the Middle East’. Civil Services, excluding 
the Revenue Departments, absorbed £239} millions against an 
original estimate of £251} millions and supplementary estimates 
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of £13 millions. Altogether the Civil Service savings amounted to 
£12} millions spread over numerous Votes, and could not be 
ascribed to any one cause. 

Customs had produced a surplus of £3 millions, and Excise 
one of £4 millions, thanks mainly to spirits and tobacco. Instead 
of declining, as was expected, the consumption of spirits had 
increased, partly because medical men were prescribing whisky 
as a specific for influenza. Motor Vehicle Duties showed an 
increase of about £14 millions, which testified to the growing 
popularity of motor-cars. Apart from the Excess Profits Duty 
Inland Revenue had done well, Death Duties being £5-8 millions 
above the estimate, Income and Super Tax £11 millions above, 
Corporation Profits Tax £3-3 millions, and Stamps £1-5 millions. 
Receipts from Excess Profits were less and repayments more than 
expected, resulting in a deficit on the Budget estimate of £12 
millions. 

Consolidated Fund Services would have shown a saving but 
for the £3} millions granted for the relief of agricultural rates 
in the previous Session ; as it was they cost £383 millions against 
an estimate of £3804 millions. National Debt Services required 
£347, of which £40 millions went to Mr. Baldwin’s Sinking Fund, 
against an estimate of £350 millions. Here the saving was due 
to variations in Treasury Bills. 

Just over £88 millions were issued during the year for the 
redemption of debt. The new Sinking Fund provided for the 
various funds attached to the 34 per cent. Conversion Loan and 
other war borrowings, and also for the American Debt Fund, 
and the penultimate repayment (£11-4 millions) of the Pittman 
silver loan. Out of the realized surplus £20 millions went to 
redeem 5 per cent. National War Bonds, and £15? millions to the 
reduction of Treasury Bills. A further sum of £6:7 millions was 
used to anticipate the final payment to the United States for 
silver bought during the War under the Pittman Act. A debt to 
Canada of 70 million dollars was repaid partly in Canadian 
Bonds, partly by a cash payment of £2} millions. On 31st March 
1924 the total dead-weight debt was £7,680 millions, as compared 
with £7,772 twelve months earlier. During the year the floating 
debt was reduced by £354 millions to £7743 millions, of which 
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£588 millions were in Treasury Bills. Savings Certificates pro- 
duced £45 millions, and the capital repaid (in addition to £7 
millions accrued interest) was £33 millions, leaving £12 millions 
for the redemption of Treasury Bills. 

Debt raised during the War at high rates of interest was 
constantly being repaid; Mr. Snowden explained that £33-6 
millions had been raised by 4 per cent. Treasury Bonds towards 
maturities of 5 per cent. War Bonds, also he had made a beginning 
with the large problem of dealing with 5 per cent. War Loan— 
over £2,000 millions—which the Government, under the terms 
of the prospectus, could pay off in 1929. The precise figures were 
not yet available, but the amount converted was not less than 
£150 millions. He added : 

‘In the current year, apart from renewing Floating Debt, including 
£588,000,000 Three Months Treasury Bills and from liabilities for Savings 
Certificates, we have to meet nearly £150,000,000 of maturing Bonds, 
£15,000,000 5 per cent. War Bonds due in October, and nearly £135,000,000 
52 per cent. Exchequer Bonds due in February, 1925.’ 


Mr. Snowden was afraid that the burden of the debt must con- 
tinue to be a heavy one. He mentioned that a Committee, with 
Lord Colwyn as Chairman, had been appointed to advise the 
Government on the matter. He insisted that we must ‘ devote 
as much of our resources as possible to the redemption of debt’, 
adding these significant words : 

“Some people seem to think that Debt reduction is something which 
confers no public advantage. I know a reduction of 1s. in Income Tax is 
much more spectacular than paying off £50,000,000 of Debt. In the first 
case the relief is obvious, in the second it is indirect, but none the less real, 
and in fact is more widespread and penetrating in its benefits. Improve- 
ment in national credit in its turn regulates the rates at which money can 
be borrowed for industrial purposes. Moreover, in view of the great con- 
version schemes which we shall have to carry out in a not far distant 
future, the maintenance and improvement of British trade is a matter 
of the most vital importance.’ 


At its highest point (December 1919) the dead-weight debt 
totalled £8,000 millions of which £1,300 millions were external, 
involving an annual interest charge of £345 millions, after allowing 
£19 millions, then in arrear, for interest on the American debt. 
Now the nominal dead-weight debt was £7,680 millions involving 
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an interest charge of £305 millions a year. Our one real external 
debt was that to the United States of £9404 millions at par, and 
certain market loans in America of about £454 millions: 


‘We no longer owe any of our War debts contracted in Holland, Spain, 
Sweden, Norway, Switzerland, Argentina, Uruguay, Japan and Canada. 
We have reduced our internal debt by nearly £150,000,000 if we merely 
compare face value now with face value in December, 1919, but, as a 
matter of fact, by a very much greater sum when allowance is made for 
the increase in nominal value owing to the conversion, mainly in 1921-2, 
into new forms of debt carrying reduced interest. Allowing for all this 
I estimate the reduction of internal debt since December, 1919 at nearly 
£400,000,000. The most dangerous part of it, the Floating Debt, has 
been reduced by £575,000,000. On the same basis (that is, allowing for 
nominal additions) the total debt reduction, both external and internal, 
since December, 1919, has been over £650,000,000, practically the amount 
of the National Debt at the outbreak of the War. I think the Committee 
will agree that is a wonderful and highly creditable national achievement.’ 


As a result we had reduced our annual interest charge by £40 
millions and laid the foundations of an improvement in credit 
which should still further reduce our burden. Then there were 
large debts due to us, for part of our war loans represented money 
borrowed at home and in the United States to lend to our Allies. 
But Mr. Snowden did not promise immediate payment of capital 
or interest. 

The Labour Government had inherited the estimates of 
expenditure in the current year from its predecessors, though it 
was constitutionally responsible for them. Supply Services 
required £405 millions, of which the Fighting Services accounted 
for £115-3 millions, showing a reduction of nearly £7 millions 
on last year’s estimates! in spite of the expansion of the Air 
Force. Consolidated Fund charges required £384,840,000, of 
which £305 millions were for interest on the debt and £45 millions 
for Mr. Baldwin’s Sinking Fund. The net increase as compared 
with last year’s Budget was due to increased local grants and to 
larger Road Fund payments. Mr. Snowden estimated his total 
expenditure at £790,026,000. 

1 There was, however, an increase on the actual expenditure. The increased 
expenditure of the Labour Government on Cruisers for the Navy and on the Air Force 


was severely criticised by Sir John Simon, Captain Wedgwood Benn, and other Liberals, 
though strongly supported by the Conservative Party. 
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Anticipating what was to be the main criticism of his Budget— 

that it erred on the side of optimism—Mr. Snowden said frankly : 

‘In estimating the revenue I have felt justified in being rather 
optimistic as to the future. Unemployment, though still very bad, 
is decreasing ; ; there are hopes of a new settlement in Europes 
Our trade is showing flickering but hopeful signs of recovery.’ 
Customs and Excise are often taken as the barometer of trade, 
because the consumption of dutiable articles rises as trade 
improves. ‘ Wages’, added Mr. Snowden, ‘ are showing a tendency 
to rise and unemployment to fall.’ Accordingly he estimated, on 
the present basis of taxation, a Customs revenue of £1273 millions 
and an Excise revenue of £140 millions. The total of £2673 
millions appeared to be £428,000 less than the receipts of last 
year, but after the necessary corrections had been made the 
estimate was really about £6 millions higher, i. e. a rise of 2} per 
cent. Motor vehicles should yield £15-8 millions. 

From Inland Revenue Mr. Snowden expected £436 millions, 
or £10 millions more than the 1923 estimate and a few thousands 
more than the actual receipts. This year the Exchequer would 
feel the full effect of Mr. Baldwin’s reduction of the Income Tax 
from 5s. to 4s. 6d. in the pound; moreover, the high profits of 
four years ago would now be lost under the three years’ average 
system ; but Mr. Snowden hoped that a continuance of the recent 
improvement in the rate of collection would go far to counter- 
balance these losses. The lower rate of Corporation Profits Tax 
would affect most of the assessments made this year, but there 
were still considerable arrears to be collected at the old rates. 
The most uncertain source of revenue was the Excess Profits Duty, 
which was being wound up, and Mr. Snowden could only hope 
to recover a net yield. 

The main items of Inland Revenue on the existing basis of 
taxation would be: 


£ 
Estate Duties : : : i ; . P - 56,000,000 
Stamps : 21,000,000 
Land Tax, Inhabited House Duty, a and Mine ral Rights Duty 3,000,000 
Income Tax ; : : . 265,000,000 
Super Tax . ; : j ‘ : ‘ ; - 61,000,000 
Excess Profits : P , : : % é 4 8,000,000 


Corporation Profits ; : F A j - . 22,000,000 
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With these additions the total tax revenue would be £719 
millions, or £19 millions more than Mr. Baldwin’s estimate and 
one million more than last year’s receipts. From non-tax revenue 
Mr. Snowden expected the following : 


£ 
Post Office . : ; : , : : : - 54,000,000 
Crown lands ‘ : E ; : : 900,000 
Interest on sundry loans hy x Z : i 12,250,000 
Miscellaneous ordinary prreints ' ' ‘ ; - 11,850,000 
Special receipts. : é ‘ 2 - 30,000,000 


This would be the last year in which anything substantial 
could be looked for from war disposals, but Mr. Snowden made 
no allowance for the receipt of additional reparation payments, 
which he would treat as a windfall. The non-tax revenue being 
£109 millions would give a total revenue on the existing basis of 
taxation of £828 millions, leaving a surplus of £38 millions. 

At this point the Chancellor left figures to deal with a con- 
troversial subject, i. e. the proposals of Mr. Baldwin’s Government 
to extend Imperial Preference. At the Economic Conference the 
late Government submitted certain proposals, to which later 
additions were made; and a pledge was given that these proposals 
would be submitted to the next Parliament. At the recent 
General Election these proposals were brought prominently 
before the electorate with the result that the Conservative Party 
lost its majority, and of course the new Government was unable 
to endorse the suggested extensions. Mr. Baldwin had offered 
to guarantee that if the Sugar Duty were reduced the preference 
should be maintained for ten years at the present rate of nearly 
a halfpenny per lb. Mr. Snowden put the constitutional doctrine 
plainly enough by declaring that ‘ no Government should attempt 
to bind Parliament, or future Governments for a period of years 
upon such a controversial issue as Tariff Preference’. 

‘We do not’, said Mr. Snowden, ‘ propose to endorse or to 
offer any kind of guarantee in this connexion over a period of 
years. All that we can say is that, so long as we remain in office, 
we do not propose, in all the circumstances, to ask Parliament to 
abolish the preferences now accorded.’ However, the Government 
would allot a day for the discussion of Mr. Baldwin’s proposals,' 


1 See later pages 477 to 479. 
1569.57 Hh 
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and leave the decision to a free vote of the House of Commons. 
Two minor points arose out of the Economic Conference which 
were hardly controversial, first the immunity from taxation of 
State enterprises, and secondly the reciprocal arrangements 
made last year with foreign nations for the avoidance of double 
taxation on shipping. The first question Mr. Snowden proposed 
to postpone for a year, but he hoped to include in the Finance Bull 
proposals which would give effect to a similar arrangement with 
the Dominions over double taxation. 

As the Committée on the Taxation of Mechanically Propelled 
Vehicles had not made its final report Mr. Snowden did not deal 
with the anomalies presented by the scale of duties applied to 
commercial motor vehicles, or with the unsatisfactory horse- 
power definition which applied to passenger vehicles. He offered 
two concessions to motorists: (1) a refund of part of the duty 
on a surrendered licence, and (2) a reduction from 20 per cent. 
to 10 per cent. of the surcharge on quarterly licences. These would 
cost about half a million in a full year. 

Some concessions to the smaller income-tax payer had been 
expected, but Mr. Snowden announced that he would not propose 
any alteration in the main outlines of the income-tax allowances. 
Still he would remove the limitation of the allowance granted to 
a widower or widow for a housekeeper in cases where there were 
young children to be looked after. Further, he would give a 
right of appeal to tax-payers claiming exemption on the ground 
of non-residence. Other small points would also be dealt with 
such as the liability of war bonuses to income tax. 

A restoration of the penny post had been loudly demanded 
by certain business organizations, but Mr. Snowden felt bound to 
refuse it on the firm ground that it was not yet ‘an economic 
proposition’. Certainly it would not be right that the Post Office 
should be subsidized by the tax-payer; and though the Post Office 
was making a profit on all its services taken together the amount 
of profit was not certain. In view of the general rise in prices 
since 1914, a 50 per cent. addition to the pre-war letter-rate was 
not unreasonable, and already the rates for printed paper had 


? At this time the purchasing power of 17s. was only about equal to that of 10s. 
in the first half of 1914. he * : 
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been reduced to the pre-war level, which was ‘a heavy burden 
upon the Postal Service’. But the Chancellor agreed with the 
Postmaster-General that certain concessions should be made 
which would cost half a million in the current year and one 
million in a full year. 


The Sugar and Tea Duties 


What then were the concessions to the tax-payer which the 
Chancellor of the Exchequer was able to make? The first, and 
by far the most important, was a reduction of the Sugar Duty 
from 25s. 8d. per cwt. to 11s. 8d., i. e. from 23d. to 1}d. per lb. 
The reduction would come into force next day and was expected 
to cost £17-7 millions in the current year and £18-4 millions in 
a full year. By very general agreement this was a wise as well as 
a very popular way of employing his surplus; for sugar, as 
speaker after speaker pointed out in the debates on earlier War 
Budgets, is a food in universal use and the raw material of impor- 
tant trades. 

Next Mr. Snowden came to the Tea Duty, which he proposed 
to reduce from 8d. to 4d. per lb. As most of our tea comes from 
India and Ceylon and gets a preference of one-sixth, the greater 
proportion of the tea imported would in future pay 34d. per lb. 
instead of 62d. This reduction would operate from the 5th of 
May and was expected to cost £5 millions in the current year and 
£5-4 millions in the full year. So large a reduction had not been 
expected, for it brought the duty below the pre-war rate without 
allowing for the depreciation of the currency. As it is customary 
for the taxation of cocoa, coffee, and chicory to follow the ups and 
downs of the Tea Duty Mr. Snowden proposed to halve these 
duties also, at a loss of £800,000 to the revenue. Next he took 
the duty on dried fruits (figs, plums, and raisins) which had been 
raised by 50 per cent. in the Third War Budget. This additional 
duty had to be renewed every year, and Mr. Snowden now proposed 
to let it lapse on the Ist of August, giving up £250,000 a year. 

These proposals reduced every one of the duties on food, 
and the estimated total cost was £23-7 millions this year and 
£24-9 millions in a full year. A year earlier Mr. Baldwin had 
explained that a reduction of the Sugar Duty might not reach 

Hhe 
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the consumer in the then state of the world market ; Mr. Snowden 
thought that now the reduction would reach him ; and so it did. 
Thus far Mr. Snowden had announced reductions ; now he pro- 
ceeded to sweep away certain taxes altogether, a most effective 
concession to the tax-payer, because the costs and delays of 
collection disappeared at the same time. The first of these was the 
duty upon sweetened table waters, which had been imposed in 
1916 at the rate of 4d. a gallon and had been halved in 1923. 
Such beverages were largely consumed by children and by the 
poorer classes, and yielded only a small revenue. They would 
carry with them the repeal of the duty on herb beer and would 
cost £300,000 in a.full year. The trade had given an assurance 
that the remission would be passed on to the consumer. 


The McKenna Duties 


As soon became clear from the agitation in the Conservative 
Press and in the centres of the motor-car industry, such as 
Coventry and Oxford, the most controversial part of the Budget 
was the repeal of the McKenna Duties. But it also secured the 
support of Liberal Members in the House and aroused enthusiasm 
among free traders throughout the country. As these duties 
had never been made a permanent part of our fiscal system, 
having been renewed from year to year, they would expire on 
Ist May unless steps were taken to revive them. Mr. Austen 
Chamberlain agreed in 1919 to make the date of renewal the 
Ist of May instead of Ist August—the usual date for the renewal 
of annual duties, in order, as he said, ‘ to distinguish those duties 
from the others and mark the fact that they are provisional’. 

Now Mr. Snowden thought it time for the duties to disappear ; 
but in order to avoid hardship to dealers and merchants he 
proposed to continue them until the Ist August, thus giving 
time for the trade to clear off their duty-paid stocks. This meant 
a loss of £2} millions in the current year and of £23 millions in 
the full year. Mr. Snowden reserved his argument for repeal, 
but remarked that protective duties upon imported manufactures 
were made an issue by the late Government at the last General 
Election, ‘ and the country gave a most decisive verdict “ 
them’. 


pri 
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Mr. Snowden had opposed the Entertainments Duty when 
it was first introduced; and though he could not afford to give 
up all the revenue from it he proposed to give relief on the cheapest 
seats * by abolishing the duty on payments for admission up to 
and including 6d., and by reducing the duty on payments over 
that amount up to and including 1s. 3d.’ This meant a loss of 
£4 millions, or nearly half the revenue in a full year. 

No change in the rates of income tax and super-tax was 
proposed, because within two years income-tax payers had been 
relieved to the extent of £85 millions a year; hence it was now 
the turn of other tax-payers. Still Mr. Snowden did not expect 
a 4s. 6d. income tax to be permanent. The Inhabited House 
Duty was ‘a little imitation income tax’, being the historic 
successor of the old * Chimney’ or ‘ Hearth’ Tax. But it was 
a bad way of estimating a tax-payer’s capacity and was a burden 
to people of very moderate means; consequently Mr. Snowden 
proposed to repeal the duty altogether. This would cost £2 
millions in a full year, and he thought it would mean a greater 
“relief to the married man with an income of £500 a year than 
a reduction of 6d. in the Income Tax’. 

No tax was more disliked by business men than the Corpora- 
tion Profits Tax, which they regarded as ‘one of the factors 
hindering the development of trade’. Mr. Snowden proposed to 
repeal the duty ‘ as from the 30th June next, i. e. profits arising 
after that date will be free from the duty altogether’. As a con- 
siderable time elapses between the making of profits and the 
collection of tax on them the abolition would only cost two millions 
that year and £5 millions next year, but would finally cost £12 
millions. 

All these reductions meant a loss of £34 millions in the current 
year and £404 millions in the succeeding year. The Chancellor 
was left with an estimated surplus of only four millions, and he 
admitted that so small an amount might not be sufficient to meet 
all the expenditure outside the original estimates which Parliament 
might sanction. There were commitments or calls under three 
heads, (1) the removal of the thrift disqualification for Old Age 
Pensions, (2) Housing, and (3) Unemployment. But though the 
Labour Government had not yet had time to overhaul the 
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Estimates thoroughly, the Chancellor was convinced that it was 

‘ still possible to effect a fairly considerable economy ’ ; and these 
savings would be available to meet the new expenditure. The 
Labour Party was as much committed as the Liberal Party 
to Land Valuation and Land Taxation. Mr. Snowden hoped to 
submit proposals in due course, and he would certainly retain the 
Land Valuation Office; but he could not agree with the late 
Government’s plan of creating a Central Valuation Department, 
since he preferred that land valuation should come under the 
Board of Inland Revenue. 

Finally the Chancellor declared that his proposals were ‘ the 
greatest step ever made towards the realization of the cherished 
Radical ideal of a free breakfast table’. They would, he said, 
‘ give some benefit to every man, woman, and child in the country ’. 

So ended a remarkable speech, lucidly setting forth a remark- 
able Budget, which gave general satisfaction not only to his own 
party but also to the Liberals, who remarked that it was on 
Gladstonian or Cobdenite lines and entirely free from the predatory 
or confiscatory provisions which extreme Socialists would have 
welcomed. 


Debate on the Budget 


A Budget which reduces taxation is evidently less exposed to 
criticism than one which increases taxation; but in this case 
important questions of policy were raised by the repeal of protec- 
tive duties. Sir Robert Horne opened the discussion by con- 
gratulating Mr. Snowden on his‘ clear and perspicuous statement ’. 
The Budget, he said, ‘ with some slight modifications, might 
very well have been the Budget of either of the old Parties’. 
He claimed, naturally enough, that the money, which was being 
used to lower the food duties, had been provided by Mr. Snowden’s 
predecessors in office. He welcomed the repeal of the Corporation 
Profits Tax, but of course disagreed with Mr. Snowden’s policy 
towards Imperial Preference and with his repeal of the McKenna 
Duties. Mr. Asquith was extremely complimentary. He thought 
that the Budget proceeded on * thoroughly sound financial lines’, 
though he had * some misgiving upon the rather slender provi- 
sion’ which the Chancellor was making for future liabilities. 
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With the main features of the financial scheme he heartily con- 
curred : * This is a Free Trade Budget. He welcomed the repeal 
of the McKenna Duties and he agreed that the Sugar Duty had 
the first claim upon any Chancellor of the Exchequer. Sir 
Frederic Wise thought that the burden on the direct tax-payer 
was still too heavy and urged the Government to press for pay- 
ment of interest on the large amounts owed by our Allies in the 
Great War. The usual resolutions were then passed. 

Criticism became more vocal next day (30th April) when 
Sir Robert Horne and others had had more time to consider the 
Budget proposals. The ex-Chancellor now described the Budget 
as “a very good electioneering Budget’, quoting Mr. Kirkwood’s 
demand for an immediate General Election. While admitting 
that there was nothing Socialistic about the Budget, he felt 
doubtful about the increased proportion of the revenue which was 
being contributed by the direct tax-payer. More serious perhaps 
was his criticism of the narrow margin which Mr. Snowden had 
left for possible expenditure on pensions, housing, and unemploy- 
ment. Already the Insurance Fund owed the Exchequer about 
£14 millions. It looked as if the Chancellor was budgeting upon 
the supposition that he would avoid a deficit ‘ only by making 
savings in expenditure’. Sir Robert believed that the Chancellor 
would have a deficit this year, and a much larger one in the 
following year, when he would lose the £30 millions from ‘ Special 
Receipts’ and would have heavier burdens to face of at least £10 
millions. 

Turning to the McKenna Duties Sir Robert said that as a 
result of the protection given to the motor-car trade five firms 
had increased the number of their employees from 3,200 in 1914 
to 15,000 that day. It was true that the electorate had rejected 
a general tariff, but they did not reject ‘ individual tariffs’, On 
the question of Imperial Preference he regretted Mr. Snowden’s 
decision and recalled the resolution passed by the Imperial Con- 
ference in 1921, when Mr. Lloyd George was its chairman. The 
Colonial Secretary, replying on behalf of the Government, 
admitted that there was a difficulty when representatives of the 
Dominions came to this country and passed resolutions which were 
afterwards reversed ; he would like to see Imperial Conferences 
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representing the whole country and not merely the party in 
power. Even so 28 out of 32 resolutions had been adopted by the 
British Government. 

Sir Edward Iliffe regretted the abolition of the McKenna 
Duties, declaring that they had created employment, lowered the 
cost of motor-cars, and increased the export of cars. He thought 
direct taxation was still too high, and calculated that the head of 
a family with a capital of one million invested at 5 per cent. 
would have to pay no less than £37,266 a year in income tax, 
super-tax, and insurance premium for death duties in order to 
keep the capital intact. Mr. Pethick Lawrence maintained that 
heavy direct taxation had been made inevitable by the large 
fortunes obtained during the War. If a Government decides to 
pay for a war by loans instead of by taxation * you will increase 
enormously the wealth of certain individuals ’, and must therefore 
place heavy burdens on them after the war. Altogether the two 
preceding Budgets had taken £88} millions off direct taxation 
and only £22 millions off indirect taxation. Mr. Pethick Lawrence 
regretted that the Chancellor had said nothing about pensions for 
widows and children, a pomt taken up by the next speaker, 
Mrs. Wintringham, who said that all parties were agreed on the 
subject. Perhaps the most flattering thing said about the Budget 
was her statement: ‘ It is welcomed by every housewife . . . the 
reduction in the prices of sugar, tea, and other foods would 
be a real boon to the ordinary woman’s housekeeping budget.’ 

Colonel Pownall said that the Budgets from 1919 to 1923 
had been over-pessimistic; Mr. Snowden’s was ‘far too san- 
guine’. Under three heads his estimates were too high—Corpora- 
tion Profits Tax, Excess Profits, and the sale of surplus stores. 
The receipts might easily be £20 or £25 millions short of the 
estimate. Moreover, in a year or two all these three items would 
vanish, and then there would be a deficit of £50 millions. On the 
expenditure side the removal of the thrift disqualification for 
Old Age Pensions alone would more than swallow up the surplus, 
and expenditure as a whole was under-estimated by more than 
£10 millions. Mr. Trevelyan Thomson wanted more relief for the 
rate-payer in industrial districts. He regretted the increased 
expenditure on armaments, especially on the five cruisers. 
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Mr. A. M. Samuel and Mr. Dunn thought that the cheque stamp 
should have been reduced to a penny, arguing that the cheque 
was so perfect an instrument for discharging debt that its use 
ought to be encouraged. Mr. Samuel suggested that the currency 
note issue should be handed over to the Bank of England, and that 
after a fixed amount of fiduciary issue every extra note should be 
covered by gold. He argued, too, that the enormous burden of 
rates (£161 millions in 1923) was an addition to the cost of manu- 
facture and therefore a handicap on our export trade. Mr. Dunn 
argued against the three years’ average for income tax, saying 
that it encouraged people to go out of business during a boom 
year because they need not bring the profits of that year into 
taxation ; forty members of Lloyd’s were said to have gone out 
of business in 1922 in order to avoid taxation. 

Perhaps the most searching criticism of the Labour Govern- 
ment’s finance came from Sir Godfrey Collins, one of the most 
consistent economists in the House of Commons, who pointed out 
that the fighting services cost £106 millions in 1923 but now the 
Government’s estimates were £115 millions. He hoped that the 
Government would make far-reaching cuts in our unproductive 
expenditure, especially on the fighting forces. The estimates of 
the Supply Services for the present year were the same (£405 
millions) as the expenditure for the previous year, and though 
no doubt the new Government had not had time enough to analyse 
all this expenditure he hoped the Chancellor of the Exchequer 
would apply the pruning knife. On the revenue side Sir Godfrey 
thought that the Estimates were dangerously sanguine. The 
ordinary revenue was only £764 millions against an ordinary 
expenditure (including the Sinking Fund of £45 millions) of 
£786 millions. A year ago Mr. Baldwin pointed out that in 1924 
there would be three instead of two bad years for the average of 
income tax, and with the reduced amount from the sale of capital 
assets he anticipated a loss of £50 millions. Now, Mr. Snowden 
was only allowing £11 millions under these two heads. Again, 
the Corporation Profits Tax was about to disappear. 

Nevertheless, Sir Godfrey approved the tax reductions in 
the Budget and recalled that he and other Liberal Members 
had proposed tax reductions during debates on earlier Finance 
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Bills. He claimed also that the reduction of the National Debt 
and the maintenance of British credit was largely due to the heavy 
taxation imposed by Mr. McKenna in 1915. Turning to inter- 
Allied debts, he reminded the Committee that ‘ the income-tax 
payer in France is only to-day paying some £30 or £40 millions’. 

Mr. Duncan was in favour of removing the McKenna Duties, 
but only by degrees, as they were so useful to the motor-car 
industry. Lord Titchfield thought that these Duties ought not to 
be removed at all since they had ‘ absolutely solved the unem- 
ployment problem’ in his constituency. A new point was raised 
by Sir Charles Yate, who suggested that if women were given the 
same votes as men they should also pay the same taxes, yet ° the 
only taxes a woman now pays have been reduced by 13d. a lb. 
on her sugar and 4d. a lb. on her tea’. 

On the following day the Financial Secretary (Mr. W. Graham) 
replied on behalf of the Chancellor to criticisms of the Budget 
statement. He explained that there were about £22 millions of 
arrears of income tax and £42 millions of arrears of super-tax, which 
might be regarded as ‘collectable money’. Under E.P.D. the 
gross arrears were about £160 millions, but of course these were 
very doubtful ; still he hoped to have eight millions in the present 
year. Then there were £10 millions of arrears under the Corpora- 
tion Profits Tax. 

Sir R. Horne had suggested that the profits of companies which 
were placed to reserve should be freed from income tax; Mr. 
Graham replied that this would mean a loss of revenue of from 
£25 to £50 millions. Further it would mean a discrimination 
between the objects to which profits were put, whereas the 
Income Tax was based on the margins of profit or the existence of 
income. At present practically two-thirds of the revenue came 
from direct taxation, and of the 33 per cent from indirect taxation 
only 5:9 per cent. came ‘ from taxes on articles of an unmistakably 
food character’, the remaining 28 per cent. coming from ‘ taxes 
on luxury or smaptiae y articles 

Turning to the Sugar Duty Mr. Graham said that the reductiel 
in the tax had been at once passed on by the trade. He reckoned 
that the world’s supply was about 19} million tons for the year 
as compared with 18} million tons for the previous year. This 
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gave a sufficient margin to meet the increased demand. Makers 
of beet sugar in this country had represented to the Treasury 
that they could carry on if the duty on the imported article did 
not fall below 21s., but if it did they would ask for some kind of 
subsidy. 

Mr. Graham now came to the most controversial part of the 
Budget—the repeal of the McKenna Duties. He explained that 
they were imposed in 1915 in order to save shipping space ; this 
consideration no longer applied because we had a million tons 
of shipping lying idle. Then the taxes were sumptuary, being 
imposed only on articles which we could quite well do without 
during the War; that would no longer apply to the same extent. 
The third argument was based on the exchange difficulties, but 
now the main thing was to ‘secure the freest interchange of 
commodities and make every effort to reduce tariff barriers’. 
In spite of the duty foreign motor-cars had continued to come 
in at an increasing rate, and it was made clear by the deputation 
from manufacturers and operatives that they wanted a protective 
tariff. 

There was very little of importance in the subsequent discus- 
sion because most of it was a repetition on one side or the other 
of the old Tariff Reform controversy. Sir L. Worthington-Evans 
attacked what seemed a weak point in the Budget when he pro- 
phesied that the estimates of revenue would not be realized and 
that the expenditure, swollen as it must be by other commitments, 
would exceed the estimates. With this criticism Mr. Masterman 
agreed, putting the deficiency of revenue at about £50 millions 
and the probable excess of expenditure at the same amount ; 
nevertheless he was extremely pleased with the Budget as a whole. 
Mr. Hemmerde once more put the case of the Entertainments 
Duty on behalf of the theatres; he was not in the least gratetul 
for the exemption of sixpenny tickets, which was useless to the 
theatres, and would leave them still paying a tax of 15. per cent. 
on their gross receipts. 

Colonel Gretton, while agreeing that substantial reductions 
of tea and sugar duties were just, feared that next year the 
Chancellor would have to increase the Income Tax. Mr. Barclay 
thought it ‘ a sound Free Trade Budget’, but regretted that the 
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twopenny cheque stamp was retained. Many Opposition critics 
argued that the best way to encourage trade was to reduce direct 
taxation. Mr. Johnston, a Socialist, contended that a better way 
was to increase the purchasing power of the common people by 
lowering the taxes of the things they had to buy; the Budget 
would give them £30 millions more to spend. | 


‘It is all fudge to say that if you leave the rich with their butlers and 
their barbers and the fellows who curl their hair for them, and so on, you 
give employment. You do not give employment in that way. That is 
the servile State. We are out to burst the servile State.’ 


Sir John Marriott thought the Budget * amazingly clever’ 
and. was grateful for the repeal of the Corporation Profits Tax, 
but he would have preferred the restoration of the penny post 
to a remission of the Entertainments Duty. Mr. Arnold Williams 
took the point that the Post Office was making a profit for many 
years past whereas the telegraphs and telephones had made a loss ; 
he thought that last year’s profit would just cover the cost of 
the penny post. Other critics distributed praise and blame in 
the same speech. Thus Commander Kenworthy thought the 
Budget the greatest possible justification of the Liberal Party’s 
action in turning out the late Government and in keeping the 
Labour Government in office; but he feared that the Budget 
was not providing enough money for the year’s needs. Sir A. 
Steel-Maitland took the same point, but later Mr. H. H. Spencer 
was glad to think that * there is not going to be money enough for 
the Socialists to play with’. 

Sir W. Joynson-Hicks thought that the Chancellor of the Ex- 
chequer ought to have cut the Supply Services still further, though 
his alarm was chiefly at the great increase in the cost of education. 
Unlike Mr. Johnston he maintained that the relief of indirect 
taxation would not help industry so much as a reduction of 
super-tax. Then he quoted the High Commissioner for Australia, 
who said that ‘the Budget really hit them very hard in the 
Dominions ’. 

Mr. Snowden replied briefly, thanking the Committee for the 
kind reception of his Budget. He agreed of course with those 
who thought it most important to increase the spending power 
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of the people, rather than to lower the Income Tax. He could 
not agree that it was his business to provide in the Budget for 
future commitments such as the removal of the thrift disqualifica- 
tion of old age pensions, or for widows’ pensions, or for housing. 


The Preference Debate 


Although the Preference issue was raised directly by the 
. Budget itself, the question seemed too important to be decided 
on one clause of the Finance Bill; consequently the Government 
allocated two whole days in order that the subject might be 
thoroughly thrashed out. Mr. Baldwin tabled ten resolutions 
affirming the principle of Preference on certain products from 
the Dominions, India, and other parts of the Empire. On 
June 17th Sir Philip Lloyd Greame introduced the first of these, 
which proposed that ‘ figs, raisins, plums, and currants should, 
if of Empire origin, be free of all import duties on importation 
into Great Britain’. This resolution, like the next three, which 
were the only ones discussed or voted upon, were designed to 
appeal specially to moderate free traders, because they did not 
involve any new taxes. 

Sir Philip and other supporters made much of the advantages 
which a preference on fruits would give to the big Australian 
scheme of developing the valley of the River Murray by irrigation. 
Major Seely, an Asquithian Liberal and ‘ an absolutely unrepen- 
tant free trader’, surprised his neighbours by declaring that the 
principle of Preference had been conceded in 1917 by all Parties 
so far as existing taxes were concerned. Sir H. Croft quoted 
General Smuts and Mr. Massey in favour of Preference ; Mr. 
Greene said that France and the United States had approached 
Australia offering tariff reduction in return for Preference; and 
Sir E. Cecil argued that we ought to demonstrate to Dutch 
farmers in the South African Union ‘the advantage of the 
British connexion ’. 

Mr. Baldwin, who opened the discussion on the second day, 
regretted the tendency throughout Europe since the War to raise 
tariff discrimination, and maintained that it was only with the 
Dominions that we could hope to arrange privileges for ourselves. 
We ought to fill up the empty spaces with the people.of our own 
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race, and though the amount of preference under our existing 
system could only be small, the Dominions thought it important. 
His own idea was a Commonwealth ‘ with Free Trade within its 
boundaries, with a tariff for revenue only outside the whole 
ring’. Some Coalition Liberals supported him ; thus Mr. H. A. L. 
Fisher voted for the first three resolutions, though he thought 
Imperial Preference ‘ on the grand scale a practical and permanent 
impossibility’. Mr. Austen Chamberlain quoted a sentence from 
The Labour Year Book of 1924, which said that proposals * to 
reduce existing duties on imports from the Dominions were 
unobjectionable’. He admitted that the Dominions would 
continue to be protectionist and would not allow established 
industries to be crushed by competition from Great Britain ; 
‘ what they are prepared to do is to give us a preference wherever 
they need to buy goods for their own consumption ’. 

Although the Government had decided not to put on the 
Whips for the division, Ministers spoke and voted against 
Mr. Baldwin’s proposals. Mr. J. H. Thomas said that the 
Dominions were not united on the question; Mr. Alexander 
argued that we did more for the Dominions by keeping our markets 
open than they did by giving us a preference ; Colonel Wedgwood, 
contending that Preference of any kind was an obstacle to trade, 
denied that you could make people prosperous by taxing them. 
Mr. MacDonald gave the Labour Party a lead against the Baldwin 
resolutions, asserting that the first four, innocent though they 
might look, were really a preliminary declaration in favour of the 
full programme. Mr. Snowden put the financial case against the 
resolutions ; if they were adopted, the fourth, which stabilized 
the $d. preference on sugar for ten years, would prevent a Chan- 
cellor abolishing the Sugar Duties. No analogy could be drawn 
between these proposals and commercial treaties, because ‘ every 
commercial treaty is a treaty either to reduce duties or not to 
put them on: these proposals are to put on duties or to under- 
take to keep them on’. Observing that the total amount of 
State loans to the Dominions was nearly £800 millions, Mr. Snow- 
den insisted that the advantages given to the Dominions by loans 


in the London market were far more valuable than any system of 
Preference, 
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Sir John Simon and Mr. Asquith gave a clear lead to Liberal 
Members, although Mr. Lloyd George took no part and actually 
paired in favour of the first resolution. Sir John Simon emphasized 
the difference between the preference given by the Dominions 
and the preference proposed by Mr. Baldwin’s resolutions. Since 
the Dominions had made high tariffs the basis of their taxation, 
‘ Preference means pulling down a certain number of bricks 
from the top of this very high wall’; Mr. Baldwin’s plan was to 
build up a new tariff wall and then knock holes in it. Preference 
in the Dominions tended to lower prices, Mr. Baldwin’s preference 
would tend to raise them. Nothing, Sir John said, had given 
wider satisfaction ‘ than the boldness with which the Chancellor 
of the Exchequer has done his utmost to get rid of food taxes’. 
Mr. Asquith maintained that the recent General Election had 
condemned the policy of the resolutions as part of larger and 
wider proposals. With tariff agreements each Budget would 
give rise to ‘ differences of opinion, friction, and something very 
much in the nature of huckstering and arguing’, as in the 
McKenna Duties agitation. Unofficial Liberals laid stress on the 
advantages which Great Britain offered to the rest of the Empire. 
Mr. Vivian thought that the Dominions were mistaken in trying 
to develop manufacturing industries instead of devoting their 

-energies to agriculture; * The overcrowded cities in Australia 
are surrounded by a potentially fertile but unpeopled wilderness ’. 
Mr. Spencer complained that the Dominions put higher duties 
on our goods than did many European countries. Captain Wedg- 
wood Benn quoted Colonial statesmen to show that Mr. Baldwin’s 
preferences were only part of a much larger scheme which the 
Dominions wished to extend to all their products. 

Finally the first resolution was only defeated by the narrow 
margin of 278 to 272; the second, which increased the tobacco 
preference, was lost by thirteen votes; the third (on wines) was 
lost by seventeen votes; and the fourth, which would have 
maintained the preferential duty of 4d. a lb. on sugar for ten years, 
raised the Free Trade majority to twenty. Thereupon Mr. Baldwin 
withdrew his remaining resolutions, which would probably have 
been rejected by much larger majorities. 

On the Tea Duty clause Sir John Pennefather on 30th June 
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proposed to make the duty one of 25 per cent. ad valorem with 
a maximum of 4d, ; he professed to have been converted by earlier 
speeches from Labour Members in favour of this change and 
especially by Mr. Clynes’s speech at Harborough. Of course 
Mr. Snowden had little difficulty in showing that the proposal was 
impracticable. As a matter of fact, too, the working classes did 
not consume cheap tea only ; half the tea sold by the Co-opera- 
tive Societies was of a better quality. Then the price of tea 
fluctuated so violently that no Chancellor could budget on an 
ad valorem basis; again, tea was sold in blends before duty was. 
paid, and the trade was unanimous that an ad valorem duty could 
not be worked. 

Mr. H. H. Spencer tried to extend the preferential rate to 
tea from China and the Dutch East Indies on the ground that 
‘China and Holland are the two countries which treat us best 
in tariff matters’; moreover, ‘the Dutch people treat the 
English people just as well as they treat their own people in the 
Dutch East Indies’. Then China had not complete fiscal freedom, 
so that it seemed unfair to raise the duty on Chinese goods while 
denying China the right to raise her own tariff. India, too, had 
just gone in for a 15 per cent. all-round tariff on British goods 
as compared with the Chinese 5 per cent. tariff. Judging by the 
30 per cent. and 40 per cent. dividends paid by Indian and Ceylon 
tea companies no preference was needed. Mr. Snowden had some 
sympathy with Mr. Spencer’s proposal, but could not give up 
the revenue sacrificed by this and succeeding amendments. 

After the reduced duties on cocoa, coffee, chicory, and sugar 
had been passed, Major Colfox tried to change the rates of Enter- 
tainments Duty by reimposing a duty on the cheaper tickets, 
i.e. $d. up to 3d. and 4d. from 3d. to 6d. Mr. Hopkinson sup- 
ported the proposal on the ground that indirect taxation was 
really a lighter burden on the struggling poor than the direct 
taxation which was supposed to fall on the well-to-do. He said 
that if there were no income tax, super-tax, or rates on his business 
* the wages of every man I employ would go up by the amount of 
17s. 3d. per week’. He argued that super-tax levied on business 
men took away the money which would otherwise become further 
capital for the extension of industry. Of course the Chancellor 
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could not accept an amendment to put on a id. tax, and the 
amendment itself seems to have been out of order as imposing 
a charge. Next Colonel Howard-Bury moved to exempt agricul- 
tural and horticultural shows from the duty where there were no 
profits for private persons. Mr. Snowden said that concessions 
were made last year covering everything which could reasonably 
be regarded as within the province of agricultural societies. Still, 
he regarded the duty as ‘ an irritating tax which it is difficult to 
collect’, and hoped that some day it would be wiped out 
altogether. 

An amendment, which Colonel Howard-Bury moved, to 
exempt entertainments when ‘the whole of the profits thereof 
are devoted to philanthropic, charitable, or educational purposes ’, 
had the serious effect of leaving the Government in a minority of 
55 votes. Mr. Snowden had argued that some safeguards were 
necessary to prevent the abuse of charitable entertainments, 
and Mr. Graham pointed out that there was no duty at all where 
the whole proceeds were devoted to charity. In the division 
only a few Liberals supported the Government and the Liberal 
Whips supported the Opposition. In the old days a defeat of 
this kind might have meant the resignation of the Government, 
but Mr. MacDonald had stated that he would not regard a chance 
division as crucial. Mr. Baldwin moved to report progress, and 
immediately the Liberals who had just helped to defeat the 
Government hurried into the other lobby and gave Mr. Snowden 
a majority of 68. Mr. G. Lambert put the case clearly enough by 
saying, ‘ Hon. Members must not think they can vote expenditure 
on reforms without also voting the necessary money’. 

When the clause, as amended, came on for consideration 
Sir Kingsley Wood asked the Chancellor whether the remission of 
duty on the cheaper seats was being passed on to the public, as 
complaints were frequent that this was not done. In the cinema 
trade a large majority were honourably carrying out their pledge 
to the Chancellor, but some proprietors interpreted the pledge 
widely by thinking it enough to provide a better film or a better 
seat. Sports clubs, however, e. g. the M.C.C. and the Surrey C.C., 
appeared not to have passed on anything. Viscount Wolmer 
regretted the remission in the case of cinemas because the cinema 
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industry could afford gigantic salaries to its staff, and he doubted 
if the public objected to the tax. Mr. Snowden replied that the 
vast majority of the cheaper cinema houses had carried out their 
undertaking, but the sports clubs had not given an undertaking. 
Only two of the county cricket clubs had made a reduction to the 
public. 

Once again the Tariff Reform question was discussed on the 
clause continuing the McKenna Duties until Ist August 1924. 
Colonel Moore-Brabazon brought up the hard case of the cinemato- 
graph printing industry, which grew up as a result of the duties 
and employed machinery which was useless for other purposes ; 
otherwise nothing new was said and the clause was agreed to. 

On the clause repealing the duty on sweetened table waters 
Mr. A. M. Samuel wanted a remission also for soda water and so 
on, but Mr. Snowden replied that such beverages were con- 
sumed ‘ almost wholly by people of considerable means’, whereas 
ginger beer was consumed mainly ‘by children of the poorer 
classes’. The duty on the unsweetened waters had no effect on 
the consumption, which actually increased, whereas the con- 
sumption of the other kind fell from 564 million gallons to 31 mil- 
hon gallons. ; 

On the Motor Vehicle Licence clause Colonel Howard-Bury 
wanted a 25 per cent. reduction for cars over eight years old, 
i.e. the concession made in 1920. The Minister of Transport 
replied that the 1920 concession was not given because an engine 
eight years old was inefficient, but because the designs of engines 
were changed about the beginning of 1913 by lengthening the 
stroke and reducing the bore of the cylinder in order to obtain 
a lower rate of tax under the absurd horse-power definition then 
in use. Viscount Curzon said that the existing system was 
inequitable and should be replaced by a graduated tax. Captain 
Brass said that the original concession was made in Mr. Lloyd 
George’s Finance Act of 1910, when the R.A.C. formula first came 
into operation. Viscount Ednam asserted that car engines were 
being ‘ specially designed to cheat this form of taxation’; but 
in the end the amendment was rejected. Then Colonel Howard- 
Bury moved to reduce by 25 per cent. the duty on any vehicle 
of which the weight unladen was less than 2 tons. He argued 
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that the 1920 scale ‘ was all in favour of the heavy motor interests 
—the big omnibus combine and all the heavy lorries that do so 
much damage to the roads’ ; Viscount Wolmer agreed and would 
have liked an increase in the duty on heavy cars. The Minister 
of Transport said that the amendment would deprive the Road 
Fund of three or four millions, and the amendment was rejected 
by a large majority. 

On 2nd July an amendment by Sir John Marriott to reduce the 
Income Tax to four shillings was of course impossible, since the 
revenue thus lost would have destroyed the Budget, but it led 
to an interesting discussion. Sir John quoted Mr. Gladstone as 
objecting to the Income Tax because as long as you had this 
convenient device for raising money you would never have real 
economy. He argued also that although income tax might be 
paid by a small minority its effects were much more widely felt. 
Mr. A. M. Samuel was so anxious to associate taxation with 
representation that he would have welcomed a reduction of indirect 
taxation if the Income Tax could be extended. 

A difficult point arose on Clause 20, which proposed to treat 
the war bonus added to the salaries of civil servants and some 
other persons as assessable under Schedule ‘E’. A decision in 
the House of Lords (MacDonald v. Shand) had allowed a business 
manager paid partly by salary and partly by a share of the 
profits to average that share over three years, and now some 
civil servants were asking that their war bonus should be averaged 
in the same way. Mr. Keens argued that this variable bonus 
was a perquisite like a manager’s commission, and Mr. Asquith 
and Sir John Simon supported this view. Mr. Graham, supported 
by Mr. N. Chamberlain, contended that the two kinds of bonus 
were quite different. Evidently they were different since the 
amount of commission would not be known until the company’s 
accounts had been made up and might be either a very large 
sum or nothing at all, whereas the cost-of-living bonus depended 
upon events which were known every month. Moreover, the 
purpose of the bonus was to keep the real salary of civil servants 
as nearly as possible at the same value ; indeed, it was a corrective 
applied to the fluctuating buying power of the sovereign. Mr. N. 
Chamberlain quoted the Sutton case, when the Civil Service 
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contended successfully that the war bonus was part of their full 
civil pay; they could not have it both ways. Sir John Simon 
complained that the clause was retrospective legislation, but 
Mr. Graham pointed out that no civil servant would lose anything 
thereby though they might be deprived of a windfall. In reality 
this was not so much a retrospective as a declaratory clause 
following an unexpected decision of the Courts. In the end 
Mr. Baldwin and other Conservatives supported the Government, 
who obtained a majority of 57. 

Sir H. Buckingham appeared to make a good point in objecting 
to a clause giving collectors of taxes power to recover small 
amounts of income tax by summary procedure before magistrates. 
Mr. Graham replied that the collectors already had this resort 
against weekly wage-earners; the alternative methods were 
distraint or action in the High Court, and it was really better for 
the small taxpayer to have his case settled by magistrates. 
Sir H. Buckingham and Sir H. Nield wanted the collector to 
obtain the sanction of the Commissioners of Taxes before taking 
action, just as a rate-collector obtains the sanction of his Finance 
Committee. Mr. Snowden promised to consider the matter, and 
then Sir H. Buckingham raised a general objection to the increased 
powers given to the Inland Revenue authorities. Mr. Graham 
explained that the object of the clause was ‘ to protect taxpayers 
as a whole against people who are evading payment’; further, 
the Royal Commission had definitely recommended that summary 
procedure should be extended up to amounts of £50. 

A curious change of opinion was shown during the Budget 
discussion, Members speaking and voting in favour of amendments 
which they had opposed twelve months earlier. Thus a clause 
exempting legacies to hospitals from legacy and succession duty 
was moved by Lord Ednam and Colonel Fremantle, who had 
opposed it a year earlier, while Mr. Snowden and Mr. Graham 
now opposed it after having voted in favour of it in 1923. 
Mr. Snowden argued that the clause would give a concealed 
subsidy to the hospitals, which if given at all should be in the form 
of a direct grant ; Lord Ednam disputed this argument, pointing 
out that a direct grant would discourage voluntary contributions 
while the exemption from duty would encourage them. Dr. 
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Chapple defended his own inconsistency by saying that the issue 
was not the amendment but the Budget; he was opposed to 
Mr. Baldwin’s Budget while he supported Mr. Snowden’s. The 
clause was rejected by the substantial majority of 103. 

A similar inconsistency was shown on 8th July in the voting 
over a proposal to extend exemption from income tax to the 
pensions granted to widows of men killed on active service, but 
here Mr. Snowden could urge the very strong point that the 
proposal would only benefit comparatively wealthy persons, 
and Sir H. Craik argued that the right policy was to revise 
the pension scale, not to give an exemption from this or 
that tax. 

A proposal te reduce the duties on public-house licences in 
accordance with the reduction of hours was rejected by a large 
majority, and a smaller majority rejected a plausible suggestion 
that off-licence holders should be allowed to sell pint bottles of 
spirits as well as quart bottles. Hardy annuals such as the 
assessment of super-tax on net incomes and the halving of the 
cheque tax were discussed and rejected. Mr. A. M. Samuel was 
more successful with a clause requiring secretaries of companies 
to explain the amount and rate of income tax deducted from 
dividends and the net amount payable. Mr. Graham also agreed 
to consider favourably a provision to allow deductions from 
income tax in respect of ‘ inherently wasting assets’ according to 
the recommendations of the Royal Commission. But the same 
much-quoted report gave him a reason for refusing a clause 
allowing deductions on account of travelling expenses between 
a taxpayer’s residence and his place of work. 

A long discussion arose over a new clause moved by Sir L. 
Worthington-Evans, which provided that bona fide agents should 
not be assessed on the profits made by principals residing abroad. 
Both he and others, including the senior Member for the City 
of London, laid stress on the importance of agency business in 
London, which might be lost by the threat of taxation. Mr. Keens 
suggested that evasion had been practised much more by branches 
than by agencies, as the foreign firm would invoice goods to a 
branch at a price which left no profit over here. On behalf of the 
Treasury Mr. Graham could only argue that he was carrying on 
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the established practice and that it would not be fair to traders 
within the country if the competing trade carried on through 
agents was not taxed equally. If the Inland Revenue authorities 
had no recourse against an agent how were they to get the tax 
from the non-resident principals? Sir L. Worthington-Evans 
argued that this was a kind of protection, but the right kind was 
to ‘ put on the tax at the Customs’. 

The Attorney-General explained that the law required a 
foreigner who was trading in this country to pay income tax 
on his earnings in this country just as if he were resident. A 
special agent would know that he was assessable for his principal 
and would take care to have the necessary funds in his hands ; 
where a man was only an agent he was not taxed at all. Sir 
Vansittart Bowater argued that if the Government insisted on 
taxing the agent it would either force the agent to become a 
merchant, when there would be no question of taxing the foreign 
exporter; or it would force the foreigner to do the business 
direct, thus saving his agent’s commission. In spite of the 
opposition from business interests the clause was passed by 
the usual majority. 

On 15th July several new clauses were adopted on Mr. Snow- 
den’s motion carrying out concessions offered in Committee. 
Thus a clause provided that an explanation of income-tax deduc- 
tions should be annexed to dividend warrants, another raised 
from £45 to £60 the allowance in respect of relatives taking charge 
of the children of widows or widowers. A new clause giving 
an exemption for certain additions and improvements to farm 
houses, farm buildings, or cottages, if (a@) no increased rent was 
payable, and (b) they were made to comply with the requirements 
of a statute or the by-laws of a local authority, raised a discussion. 
Mr. Bridgeman said that the concession would be useless to a 
landowner who had improved his property before he was forced 
to do so, and Mr. Spencer complained that the restriction would 
cause an owner to postpone improvements until he was served 
with a notice ; then Mr. Ormsby Gore pointed out that the local 
authority might neglect to enforce the by-law. The word ‘ pro- 
visions > was substituted for ‘ requirements’, but the Chancellor 
would not go further. 
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Small concessions exempted the profits of agricultural and 
similar shows from income tax, and a rather wider clause exempted 
exhibitions of various kinds from entertainment tax. A proposal 
to exempt from income tax the Kaster offerings and other volun- 
tary contributions to the salaries of clergymen and ministers 
received some support, but was rejected by a majority of 80. 
Then the question of business agents came up again, but 
Mr. Graham refused any concession and the suggested clause was 
rejected by a majority of 157. 

Mr. A. M. Samuel carried a new clause substituting ‘ the said 
reasonable part of such income’ for ‘the said income’ in the 
clause which said that the profits of one-man companies should be 
assessable to super-tax if a reasonable amount of the profits 
were not distributed. The point was that under the existing law 
the commissioners had no discretion to decide what was reasonable, 
but if they held that the distribution was inadequate they had to 
assess every penny of profit to super-tax. Sir J. Marriott, too, 
secured acceptance for a new clause exempting from death 
duties the estates of soldiers, sailors, and airmen who died from 
wounds or disease contracted on active service or on service 
involving the same risks. 

Mr. Snowden, accepting the consequence of a recent defeat 
in Committee, moved an amendment exempting from Entertain- 
ment Tax certain entertainments where the proceeds were 
devoted to philanthropic or charitable purposes, provided 
that the expenses were not more than 50 per cent. of the 
receipts. . 

Mr. J. F. Hope opened the debate on the Third Reading on 
23rd July by contesting a view ‘ very widely held outside this 
House’ that taxation put on the rich direct taxpayer would 
relieve the rich man of some superfluous wealth and harm nobody 
else; he favoured the taxation of superfluities produced outside 
this country. Mr. Lambert thought that there was enough waste- 
ful expenditure and consumption of all classes in this country ; 
our industries were suffering under a heavy burden of taxation, 
yet all parties seemed to have forgotten the word ‘economy’. 
Several Members raised the question of double taxation, in Ireland 
and abroad, while others discussed the gold standard. 
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Sir Godfrey Collins, after congratulating Mr. Snowden and 
Mr. Graham on having piloted the Finance Bill through the 
House, said that ‘ but for the loyal and consistent support of 
the Liberals the Bill would not have received its third reading 
in practically the same form in which it was introduced’. Sir 
Godfrey asked the Government’s intention towards the Cunliffe 
Report, and suggested a policy directed towards deflation and the 
restoration of the gold standard; Sir F. Wise begged for caution 
here, and proposed that the currency note issue should be amalga- 
mated with the Bank of England’s note issue, the whole being 
then left to the Bank. Sir R. Horne agreed with Sir F. Wise 
on the importance of maintaining the value of the pound sterling 
and with Mr. Lambert in deploring the general extravagance ; 
he thought, too, that the severe taxation of agency business was 
a mistake. Was not the expenditure on social services—work- 
men’s compensation, health insurance, unemployment insurance, 
and so on—also a burden on industry and a cause of unemploy- 
ment? Ours was the most highly taxed and rated country in 
the world; he reckoned that the cost of rates and taxes on a ton 
of finished steel was now 21s. 4d. as against 2s. 9d. before the 
War. Sir J. Marriott thought the Budget * cowardly’ because it 
refused to face the facts and provide for the Government’s 
programme. 

In his reply Mr. Graham said that we were getting back to the 
pre-war practice of exact estimates, but it was not yet possible 
to estimate exactly what arrears would be recovered from E.P.D., 
Super Tax, and Income Tax. On the agency question he had to 
protect the Exchequer and the British taxpayers engaged in 
corresponding trade; but he undertook to watch the question 
during the year. He would try to reach an agreement with the 
Irish Free State on double taxation. Turning to the Cunliffe 
Report Mr. Graham said that we must ‘ work gradually and safely 
along the lines of deflation and make the best contribution we 
could towards the re-establishment of the gold standard’. He 
agreed with Mr. Lambert and Sir R. Horne that our heavy taxa- 
tion was a hindrance to trade, and the Chancellor had admitted 
that a 4s. 6d. income tax could not long be justified. 

After Mr. Snowden had promised to meet Mr. D. Herbert 
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and other Members who were interested in the agency ques- 


tion, the Finance Bill passed its Third Reading without a 
challenge. 


Results of Mr. Snowden’s Budget 


With Mr. Snowden’s Budget our survey of British War Finance, 
as illustrated by the Budgets of Great Britain from 1914 to 1924, 
comes to an end. Even if the nation is mercifully spared further 
wars through the spread of common sense and humanity among 
the nations, or through the agency of the League of Nations 
at Geneva and the Court of International Arbitration at the 
Hague, nevertheless it will be many years, perhaps several 
generations, before the British nation can hope to pay off the 
War Debt contracted between 1914 and 1920, and to get rid of the 
War taxation which was imposed in order to maintain public 
credit and public solvency. 

Although Mr. Philip Snowden by general consent was proving 
himself an excellent Chancellor of the Exchequer both in the House 
of Commons and in the Treasury, he was not destined to remain 
in office long after the passage of his first Budget. During the 
autumn the Labour Government fell out with its Liberal supporters 
in the House of Commons, and Mr. MacDonald dissolved Parlia- 
ment. The publication of the Red Letter made the issue turn 
upon Communism, much to the advantage of the Conservative 
Party. Mr. Baldwin came back to office with a very large majority, 
and appointed Mr. Winston Churchill Chancellor of the Exchequer. 

Unemployment was rife, more than a million being on the 
unemployment registers. The King’s Speech in December 1924 
contained the following paragraph: ‘ Every effort will be made 
to reduce public expenditure to the lowest possible limit con- 
sistent with the security and efficiency of the State. The present 
heavy burdens of the taxpayer are a hindrance to the revival of 
enterprise and employment. Economy in every sphere is impera- 
tive, if we are to regain our industrial and commercial prosperity.’ 
This emphatic declaration was received with favour by the whole 
business community regardless of party. Almost all the leading 
trades of the country were suffering from depression, the only 
striking exceptions being the manufacturers of motor cars, 
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artificial silk, and jute. Employers felt the burden of excessive 
rates and taxes, and looked for relief. Of the total income of the 
country, estimated at £3,800 millions sterling, about £700 millions 
were taken in taxes, and about £160 millions in local rates, from 
the pockets of the people. Thus nearly one-fourth of the aggregate 
income of the whole nation was spent by the Government or by 
the local authorities. In 1913 the aggregate income of the people 
is estimated on the same calculations to have been about £2,400 
millions sterling, which, owing to the depreciation of gold and the 
rise of prices, really represents a rather larger income than the 
£3,800 millions sterling of 1924. But in 1913 less than £165 millions 
were taken from the-people in taxes and only £79 millions in rates, 
which meant that the average taxpayer was deprived of one-ninth 
of his income before the War, whereas in 1924 he was deprived of 
nearly one-fourth by the tax-gatherers and rate-collectors. 

At the end of the financial year (31 March 1925) Mr. Snowden’s 
Budget just balanced. The revenue rose above £799 millions, 
which was more than five millions above the estimates. Owing 
to Supplementary Estimates the expenditure was also higher 
and reached £795,777,000. Consequently there was a realized 
surplus of £3,638,900, or within half a million of Mr. Snowden’s 
first estimate. 

Meanwhile the hopes of Public Economy raised by the King’s 
Speech were disappointed by the Estimates. When Mr. Churchill 
made his Financial Statement on 28 April 1925, he announced 
that his total estimated expenditure would be £799,400,000, which 
was £9,400,000 above Mr. Snowden’s estimated expenditure, and 
£3,700,000 above his actual expenditure. The features of Mr. 
Churchill’s Budget were reductions of Income Tax and Super Tax, 
an increase of Death Duties, a reimposition of the McKenna 
Duties, and protective duties on silk, artificial silk, and hops. 
Later in the Session additions were announced to the Naval 
Programme, and a large subsidy of indefinite amount was granted 
to maintain wages and profits in the coal trade. 
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*Industries of the Clyde Valley during the War, by Professor W. R. Scott 
and Mr. J. Cunnison. 

Rural Scotland during the War. A series of studies under the direction 
of Professor W. R. Scott. Scottish Fisheries, by Mr. D. T. Jones ; 
Scottish Agriculture, with special reference to Food, by H. M. 
Conacher; The Scottish Agricultural Labourer, by J. S. Duncan ; 
Scottish Land Settlement, by W. R. Scott; Appendix. The Jute 
Industry, by J. P. Day; Introduction by W. R. Scott. 

Wales in the World War, by Thomas Jones, LL.D. 

Guides to the Study of War-Time Economics : 

Dictionary of Official War-Time Organizations, by Dr. N. B. Dearle. 
Economic Chronicle of the War, by Dr. N. B. Dearle. 
Studies in British Social History during the World War (to be arranged). 
Cost of War to Great Britain (to be arranged). 


AUSTRIAN AND HUNGARIAN SERIES 

Austria-Hungary : 

*Bibliography of Austrian Economic Literature during the War, by 
Professor Dr. Othmar Spann. 

*Austro-Hungarian Finance during the War, by Dr. Alexander Popovics. 

Military Economic History, a series of studies directed by Professor 
Dr. Wieser, Generals Krauss and Hoen, and Colonel Glaise- 
Horstenau. 

Conscription, &c., by Colonel Klose; Munitions and Supply, by Colonel 
Pflug; Transportation under Military Control, by Colonel Ratzen- 
hofer. Others to follow. 

Economic Use of Occupied Territories : Serbia, Montenegro, Albania, by 
General Kerchnawe; Italy, General Ludwig Leidl; Rumania, 
General Felix Sobotka; Ukraine, General Alfred Krauss; Poland, 
Major Rudolf Mitzka. 

** Mittel-Europa ’: the Preparation of a New Joint Economy, by Dr. Gratz 
and Dr. Schiiller. 

Exhaustion and Disorganization of the Habsburg Monarchy, by Professor 
Dr. Friedrich Wieser, with a section on the Disruption of the 
Austro-Hungarian Economic Union, by Dr. Richard Schiiller. 
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Empire of Austria : 


*War Government in Austria, by Professor Dr. Joseph Redlich. 

Industrial Control in Austria during the War, a series of studies directed 
by Dr. Richard Riedl. 

Food Control and Agriculture in Austria during the War, a series of studies 
directed by Dr. H. Lowenfeld-Russ. 

“Labour in Austria during the War, a series of studies directed by 
Mr. Ferdinand Hanusch. 

Austrian Railways during the War (Civil Control), by Ing. Bruno 
Enderes. 

*Coal Supply in Austria during the War, by Ing. Emil Homann-Herimberg. 

The Moral Effects of the War upon Austria, by Chancellor Dr. Ignaz Seipel. 

The War and Crime, by Professor Franz Exner. 

The Costs of the War to Austria, by Dr. Friedrich Hornik. 

Kingdom of Hungary: 

Economie War History of Hungary: A General Survey, by Dr. Gustav 
Gratz. 

Effects of the War upon the Hungarian Government and People, by 
Count Albert Apponyi. 

Hungarian Industry during the War, by Baron Joseph Szterényi. 

History of Hungarian Commerce during the War, by Dr. Alexander 
Matlckovits. 

History of Hungarian Finance during the War, by Dr. Johann von 
Teleszky. 

Hungarian Agriculture during the War, by Dr. Emil von Mutschenbacher, 
and Food Control in Hungary during the War, by Professor Johann 
Bud. 

Social Conditions in Hungary during the War, by Dr. Desider Pap. 


Public Health and the War in Austria-Hungary : 


General Survey of Public Health in Austria-Hungary, by Professor 
Dr. Clemens Pirquet. 

The Effect of the War upon Public Health in Austria and Hungary. 
A series of studies by Drs. Helly, Kirchenberger, Steiner, Raschofsky, 
Kassowitz, Breitner, von Békay, Schacherl, Hockauf, Finger, Kyrle, 
Elias, Economo, Miiller-Deham, Nobel, Wagner, Edelmann, and Mayer- 
hofer, edited with Introduction by Professor Dr. Clemens Pirquet. 


BELGIAN SERIES 


Belgium and the World War, by Professor H. Pirenne. 

Deportation of Belgian Workmen and the Forced Labour of the Civilian 
Population during the German Occupation of Belgium, by M. Fernand 
Passelecq. 

*Food Supply of Belgium during the German Occupation, by Dr. Albert 
Henry. ' 

*German Legislation with Reference to the Occupation of Belgium, by 
Drs. J. Pirenne and M. Vauthier. 


(6) 
Unemployment in Belgium during the German Occupation, by Professor 
Ernest Mahaim. 
Destruction of Belgian Industry by the Germans, by Count Charles de 
Kerchove. 
Economic Policy of the Belgian Government during the War, by Professor 
F. J. van Langenhove. 


CZECHOSLOVAK SERIES 


*Financial Policy of Czecho-Slovakia during the first year of its History, 
by Dr. A. RaSin. 

The Effect of the War upon the Czechoslovak People. A volume of studies 
under the direction of President Masaryk. 


DutcH SERIES 


*War Finances in the Netherlands up to 1918, by Dr. M. J. van der Flier. 

The Effect of the War upon Supplies and upon Dutch Agriculture, by 
Dr. F. E. Posthuma. 

The Effect of the War upon the Dutch Manuietaene Industry, by 
Mr. C. J. P. Zaalberg. 

The Effect of the War upon Dutch Commerce and Navigation, by Mr. E. P. 
De Monchy. 

The Effect of the War upon Prices, Wages, and the Cost of Living, by 
Professor Dr. H. W. Methorst. 

The Effect of the War upon Banking and Currency, by Dr. G. Vissering 
and Dr. J. Westerman Holstyn. 

The Effect of the War upon the Dutch Colonies, by Professor Dr. J. H. 
Carpentier Alting and Mr. de Cock Buning. 

The Effect of the War upon the Housing Problem, 1914-22, by Dr. H. J. 
Romeyn. 

War Finances in the Netherlands, 1918-22. The Costs of the War. By 
Professor Dr. H. W. C. Bordewyck. 


FRENCH SERIES 


*Bibliographical Guide to the Literature concerning France for the 
Economic History of the War, by Dr. Camille Bloch. 
Effects of the War upon Government : 
Effect of the War upon the Civil Government of France, by Professor 
Pierre Renouvin. 
*Problem of Regionalism, by Professor Henri Hauser. 
Official War-Time Organizations, by M. Armand Boutillier du Retail. 
Organisation of the Republic for Peace, by M. Henri Chardon. 
Studies in War-Time Statistics : 
Effect of the War upon Population and upon Incomes, by M. Michel 
Huber. 
Prices and Wages during the War, by M. Lucien March. 
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Supply and Control of Food in War-Time : : 
*Rationing and Food Control, by MM. Adolphe Pichon and P. Pinot. 
*Agriculture during the War, by M. Michel Augé-Laribé. 

*The History of French Industry during the War, by M. Arthur 

Fontaine. 


*Effects of the War upon Textile Industries, by Professor Albert Aftalion. 


liffects of the War upon Metallurgy and Engineering, by M. Robert Pinot, 
and Effects of the War upon Chemical ine aS by M. Eugéne 
Mauclere. 
Effects of the War upon Fuel and Motive Power : 
Coal Industry and Mineral Fuels, by M. Henri de Peyerimhoff. 
*Hydroelectric Power, by Professor Raoul Blanchard. 

Forestry and the Timber Industry during the War, by .General Georges 
Chevalier; and War-Time Aeronautic Industries, by Colonel 
Paul Dhé. 

Organization of War Industries, by M. Albert Thomas. 
Labour Conditions during the War, by MM. William Oualid and M. C. 
Picquenard. 
Studies in War-Time Labour Problems (2 nee $45 
Unemployment during the War, by M. A. Créhange. 
Syndicalism during the War, by M. Roger Picard. 
Foreign and Colonial Workmen in France, by M. B. Nogaro and Lt.-Col. 
Weil. 
Women in Industry under War Conditions, by M. Marcel Frois. 
Effects of the War in the Occupied Territories : 
The Organization of Labour in the Invaded Territories, by M. Pierre 
Boulin. 
Food Supply in the Invaded Territory, by MM. Paul Collinet and 
Paul Stahl. 
Damage Inflicted by the War, by MM. Edmond Michel and Prangey, 
Refugees and Prisoners of War : 
The Refugees and Interned Civilians, by Professor Pierre Caron. 
Prisoners of War, by M. Georges Cahen-Salvador. 
Effects of the War upon Transportation : 
French Railroads during the War, by M. Marcel Peschaud. 
Internal Waterways, Freight Traffic, by M. Georges Pocard de 
Kerviler. — 
Effects of the War upon French Shipping : 
Merchant Shipping during the War, by M. Henri Cangardel. 
French Ports during the War, by M. Georges Hersent. 


Effects of the War upon French Commerce, by Professor Charles Rist. 
French Commercial Policy during War, by M. Etienne Clémentel. 


Effects of the War upon French Finances : 
War-Time Finances, by M. Henri Truchy. 
War-Time Banking, by M. Albert Aupetit. 
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Studies in Social History : 

Co-operative Societies and the Struggle against High Prices, by 

Professor Charles Gide and Daudé-Bancel. 

Effects of the War upon the Problem of Housing, by M. Henri Sellier. 
Effect of the War upon Public Health : 

Public Health and Hygiene, by Dr. Léon Bernard. 

The Wounded Soldiers, by MM. Cassin and Ville-Chabrolle. 
Economic History of French Cities during the War: 

*Lyons, by M. Edouard Herriot. 

Rouen, by M. J. Levainville. 

*Bordeaux, by M. Paul Courteault. 

Bourges, by M. C. J. Gignoux. 

*Tours, by Professor M. L’Héritier and Camille Chautemps. 

Paris, by MM. Henri Sellier and Bruggeman. 

Marseilles, by M. Paul Masson. 
Effects of the War upon Colonies and Possessions : 

The Colonies in War-Time, by M. Arthur Girault. 

Effects of the War upon Northern Africa, by M. Augustin Bernard. 
The Cost of the War to France: 

War Costs: Direct Expenses, by Professor Gaston Jeze. 

The Costs of the War to France, by Professor Charles Gide. 


GERMAN SERIES 


Bibliographical Survey of German Literature for the Economic History 
of the War, by Professor Dr. A. Mendelssohn Bartholdy and Dr. E. 
Rosenbaum ; with a supplementary section on The Imperial German 
Archives, by Dr. Miisebeck. 

Effect of the War upon the Government and Constitution of Germany : 

(1) The War Government of Germany, by Professor Dr. A. Mendelssohn 
Bartholdy. 

(2) The Political Administration of Occupied Territories, by Freiherr 
von Gayl, Dr. W. von Kries, and Dr. L. F. von Kohler. 

Effect of the War upon Morals and Religion : 

(1) Effect of the War upon Morals, by Professor Dr. Otto Baumgarten. 

(2) Effect of the War upon Religion, by Professor Dr. Erich Foerster 
and Professor Dr. Arnold Rademacher. 

(3) Effect of the War upon the Young, by Dr. Wilhelm Flitner. 

(4) The War and Crime, by Professor Dr. Moritz Liepmann. 

The Effect of the War upon Population, Income, and Standard of Living 
in Germany : ., 

(1) The Effect of the War upon Population: a study in vital statistics, 
by Professor Dr. Rudolf Meerwarth. 


(2) The Effect of the War upon Incomes, by Professor Dr, Adolf 
Giinther. 
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General Effects of the War upon Production, by Professor Dr. Max Sering. 
The War and Government Control : 
(1) State Control and Decontrol, by Professor Dr. H. Géppert. 
(2) Supply of Raw Materials under Government Control, by Dr. A. 
Koeth. 
(3) Economic Co-operation with the Allies of Germany and the Govern- 
ment Organization of Supplies, by Dr. W. Frisch. 

Economie Exploitation of Occupied Territories : 

(1) Belgium and Northern France, by Dr. Georg Jahn. 

(2) Rumania and the Ukraine, by Dr. Fritz Karl Mann. 

(8) Poland and the Baltic, by Dr. W, von Kries and Freiherr W. M. E. 
von Gayl. 

The Effect of the War upon German Commerce, by Professor Dr. K. 

Wiedenfeld. 
The Effect of the War upon Shipping and Railways : 
(1) War and German Shipping, by Dr. E. Rosenbaum. 
(2) War and German Railways (to be arranged). . 
The Influence of the War upon German Industry, by Dr. Hermann 
Biicher. 

The War and German Labour Unions, by Paul Umbreit, Adam Steger- 

wald, Anton Erkelenz, and Ex-Chancellor Gustav Bauer. 

The Social History of the Labouring Classes during and after the War: 
(1) The War and the German Working Man, by Ex-Minister David. 
(2) The War and Wages, by Professor Dr. Waldemar Zimmermann. 

Food Supply and Agriculture : 

(1) The War and the Agricultural Population, by Professor Dr. Max 
Sering. 

(2) Food Supply during the War, by Professor Dr. A. Skalweit. 

(8) Food Statistics of the War Period, by Professor Dr. Ernst Wage- 
mann. 

(4) The Influence of the War on Agricultural Production, by Professor 
Dr. Friedrich Aereboe. 

Effect of the War upon German Finance : 

(1) The Effect of the War upon Currency and Banking (to be arranged). 
(2) German Public Finance during the War, by Professor Dr. Walter 
Lotz. 


ITALIAN SERIES 


Bibliographical Survey of the Economic and Social Problems of the War, 
by Professor Vincenzo Porri, with an introduction on the collection and 
use of the documents of the War, by Comm. Eugenio Casanova. 

The Economic Legislation of the War, by Professor Alberto De’ Stefani. 

Agricultural Production in Italy, 1914-19, by Professor Umberto Ricci. 

The Agricultural Classes in Italy during the War, by Professor Arrigo 
Serpieri. 
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Food Supply and Rationing, by Professor Riccardo Bachi ; and Food 
Supply of the Italian Army, by Professor Gaetano Zingali. 

War-Time Finances, by Professor Luigi Einaudi. 

Cost of the War to Italy, by Professor Luigi Einaudi. 

Currency Inflation in Italy and its Effects on Prices, Incomes, and Foreign 
Exchanges, by Professor Pasquale Jannaccone. 

Vital Statistics and Public Health in Italy during and after the War, by 
Professor Giorgio Mortara. 

The Italian People during and after the War: A Social Survey, by 
Professor Gioacchino Volpe. 

Social and Economic Life in Piedmont as affected by the War, by 
Professor Giuseppe Prato. 


RUMANIAN SERIES 


The Rural Revolution in Rumania and South-eastern Europe, by 
D. Mitrany. 
Economic Consequences of the War in Rumania : 
The Effect of the Enemy Occupation of Rumania, by Dr. G. Antipa. 
The Effect of the War upon Public Health in Rumania, by Professor J. 
Cantacuzino. 
The Effect of the War upon Rumanian Economic Life (volume to be 
arranged), 


First RussiAN SERIES 
(To the Bolshevik Revolution) 


Effects of the War upon Government and National Finances in Russia : 
Effects of the War upon the Central Government, by Professor Paul P. 
Gronsky. 
State Finances during the War, by Mr. Alexander M. Michelson. 
Russian State Credit during the War, by Mr. Paul N. Apostol. 
Effects of the War upon Currency and Banking in Russia : 
Currency in Russia during the War, by Professor Michael V. Bernadsky. 
Municipalities and Zemstvos during the War : 
The Zemstvos in Peace and War, by Prince J. Lvoff. 
Effect of the War upon Russian Municipalities, and the All-Russian 
Union of Towns, by Mr. N. I. Astroff. 
The Zemstvos, the All-Russian Union of the Zemstvos and the Zemgor, 
by Prince Vladimir A. Obolensky and Mr. Sergius P. Turin. 
The War and the Psychology of the Zemstvos Workers, by Mr. Isaak V. 
Shklovsky. 
Effects of the War upon the Co-operative Movement in Russia : 
Effect of the War upon Agricultural Co-operation and Co-operative 
Credit, by Professor A. N. Anziferoff. 
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The Russian Army in the World War: a study in social history, by 
General Nicholas N. Golovine. 

Rural Economy in Russia and the War, by Professor A. N. Anziferoff, 
Professor Alexander Bilimovitch, and Mr. M. O. Batcheff. 

Effect of the War upon Landholding and Settlement in Russia, by 
Professor Alexander D. Bilimovitch and Professor V. A. Kossinsky. 


Problem of Food Supply in Russia during the War, by Professor Peter B. 
Struve. 


State Control of Industry in Russia during the War, by Mr. Simon O. 
Zagorsky. 
Effects of the War upon Russian Industries : 
Coal Mining, by Mr. Boris N. Sokoloff. 
Chemical Industry, by Mr. Mark A. Landau. 
Flax and Wool Industry, by Mr. Sergius N. Tretiakoff. 
Petroleum, by Mr. Alexander M. Michelson. 
Effects of the War upon Labour and Industrial Conditions : 
Wages in War-Time, by Miss Anna G. Eisenstadt. 
Changes in the Conditions and Composition of the Working Classes, by 
Mr. W. T. Braithwaite. 

Effects of the War upon Trade and Commerce : 
Internal Russian Trade during the War, by Mr. Paul A. Bouryschkine. 
Russia in the Economic War, by Professor Boris E. Nolde. 

Effects of the War upon Transportation in Russia, by Mr. Michael B. 

Braikevitch. 
Effects of the War upon Education and Public Health in Russia : 
Elementary and Secondary Schools during the War, by Professor D. M. 
Odiniez. 
Universities and Academic Institutions during the War, by Professor 
P. J. Novgorodzoff. 
Social History of the Ukraine during the War, by Mr. Nicholas M. 
Mogilansky. 
Vital Statistics of Russia during the War, by Mr. S. S. Kohn, and 
Russia in the World War: a historical synthesis, by Sir Paul 
Vinogradoff. 


SCANDINAVIAN SERIES 


The Economic Effects of the War upon Sweden, a series of studies edited 

and with an introduction by Professor Eli F’. Heckscher. 

(1) The Effect of the War upon the Life and Work of the Swedish People 
(General Introduction), by Professor Eli F. Heckscher. 

(2) The Effect of the War upon Swedish Agriculture and Food Supply, 
by Mr. Carl Mannerfelt. 

(8) The Effect of the War upon Swedish Industry, by Mr. Olof Edstrom. 

(4) The Effect of the War upon the Working Classes, by Mr. Otto Jarte. 
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The Effect of the War upon Swedish Finance and Commerce : 
(1) The Effect of the War upon Currency and Finances, by Professor Eli 
F. Heckscher. 
(2) The War and Swedish Commerce, by Mr. Kurt Bergendal. 
Norway and the World War, by Dr. Wilhelm Keilhau. 
The Economic Effects of the War upon Denmark, by Dr. Einar Cohn, with 
a section on Iceland by Mr. Thorstein Thorsteinsson. 
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YucosLav SERIES 

Economic Situation of Serbia at the Outbreak and during the First Year 
of the War, by Professor Velimir Bajkitch. ° 

Economic and Social Effects of the War upon Yugoslavia (volume to be 
arranged). 


PUBLISHERS 


The publication of the monographs is being carried forward under the 
general direction of Yale University Press, in co-operation with other 
publishers in other countries. Each of the volumes as published is thus 
made available not only through the national publisher, but through each 
of the other publishers in other countries. 

The following volumes are now ready, or will be ready shortly : 


AUSTRIAN AND HUNGARIAN SERIES 
(In German) 


Bibliographie der Wirtschafts- und Sozialgeschichte des Weltkrieges, by 
Othmar Spann. 

Das Geldwesen im Kriege, by Dr. Alexander von Popovics. 

Die Kohlenversorgung Osterreichs wahrend des Krieges, by Emil von 
Homann-Herimberg. 

Die Regelung der Arbeitsverhaltnisse im Kriege, by Ferdinand Hanusch. 

Die dussere Wirtschaftspolitik Osterreich-Ungarns, by Dr. Gustav Gratz 
and Professor Dr. Richard Schiiller. 

Osterreichische Regierung und Verwaltung im Kriege, by Minister a. D, 
Professor Dr. Josef Redlich (im Druck). 


BELGIAN SERIES 
(In French) 


L’activité législative et juridique allemande en Belgique pendant l’occupa- 
tion de 1918 4 1924, by Marcel Vauthier and Jacques Pirenne. 

Le ravitaillement de la Belgique pendant l’occupation allemande, by 
Albert Henry. 


British SERIES 
(In English) 

Allied Shipping Control: An Experiment in International Administration, 
by J. A. Salter, C.B. 

War Government of the British Dominions, by Arthur Berriedale Keith, 
D.C.L., D.Litt. 

Prices and Wages in the United Kingdom, 1914-1920, by Arthur L. 
Bowley, Sc.D. 

A Manual of Archive Administration, including the Problems of War 
Archives and Archive Making, by Hilary Jenkinson. 

The Cotton Control Board, by Hubert D. Henderson, M.A. 
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Bibliographical Survey of Contemporary Sources for the Economic and 
Social History of the War, by M. E. Bulkley. 

Labour Supply and Regulation, by Humbert Wolfe. 

The British Coal-Mining Industry during the War, by Sir Richard A. S. 
Redmayne. 

Food Production in War, by Sir Thomas Hudson Middleton. 

Workshop Organization, by G. D. H. Cole. 

Trade Unionism and Munitions, by G. D. H. Cole. > 

Labour in the Coal-Mining Industry, by G. D. H. Cole. 

Experiments in State Control at the War Office and the Ministry of Food, 
by E. M. H. Lloyd. 

Industries of the Clyde Valley during the War, by W. R. Scott and J. 
Cunnison. 

Rural Scotland during the War; A Series of Studies under the direction 
of Professor W. R. Scott. 


CzECHOSLOVAK SERIES 
(In English) 
Financial Policy of Czecho-Slovakia during the First Year of its History, 
by Alois Ragin. 
Dutcu SERIES 
(In English) 
War Finances in the Netherlands up to 1918, by M. J. van der Flier. 


FRENCH SERIES 
(In French) 


Bibliographie générale de la guerre, by Camille Bloch. 

Le Probléme du Régionalisme, by Professor Henri Hauser. 

Rationing and Food Control, by MM. Adolphe Pichon and P. Pinot. 
Agriculture during the War, by M. Michel Augé-Laribé. 

Effects of the War upon Textile Industries, by Professor Albert Aftalion. 
Hydroelectric Power, by Professor Raoul Blanchard. 

Lyons, by M. Edouard Herriot. 

Tours, by Professor M. L’Héritier and Camille Chautemps. 


The publishers and selling agents for each of the countries are as follows : 


AMERICA 


Yale University Press, New Haven, Connecticut. 


AUSTRIA-HUNGARY 
Holder-Pichler-Tempsky A.-G., Vienna, Austria. 


FRANCE 


Les Presses Universitaires de France, 49 Boulevard Saint-Michel, 
Paris, France. 


GERMANY 
Deutsche Verlags-Anstalt, Berlin and Stuttgart. 


GREAT BRITAIN 


Oxford University Press, Amen House, Warwick Square, London, E.C. 4. 
England. 


ITALY 
La Casa Editrice Laterza, Bari, Italy. 


Inquiries regarding the contents or price of any of the volumes should 
be addressed to the publisher for the country from which the inquiry 
originates. 
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